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Accounting Policy and Process
Use of Estimates -

Technical Landfill Design

Upon receipt of initial regulatory approval,
technical landfill designs are prepared.
These designs are compiled by third-party
consuitants and reviewed by our :
environmental management group. The
technical designs include the detailed
specifications to develop and construct all
components of the landfill including the
types and quantities of materials that will
be required. The technical designs are
submitted to the regulatory agencies for
approval. Upon approval of the technical

- design, the regulatory agencies issue
. permits to develop and operate the landfill.

Landfili Dispbsal Capacity

Included in the technical designs are the

_ factors that determine the ultimate disposal

capacity of the landfill. These factors
include the area over which the landfill will
be developed, the depth of excavation, the
height of the landfill elevation and the
angle of the side-slope construction. The -
disposal capacity of the landfill is
calculated in cubic yards. This
measurement of volume is then converted
to a disposal capacity expressed in tons
based on an average expected density to
be achieved over the operating life of the
landfill.

Development Costs

The types of costs that are detailed in the .- -

technical design specifications generally.
include excavation, natural and synthetic
liners, leachate collection system
construction, installation of methane gas
collection systems and monitoring probes,
installation of groundwater monitoring
wells, construction of leachate
management facilities and other costs
associated with the development of the
site. We review the adequacy of our cost
estimates used in the annual update of the
above costs by comparing estimated costs
with third-party bids or contractual

43

"Residual Accounting and
Business Risk

Changes in legislative or
regulatory requirements may
require changes in the landfil!
technical design. These changes
could make it more difficuit or
costly to meet new design

‘standards.

Technical design requirements, as
approved, may need modifications
at some-future point in time.

Third party designs could be
inaccurate and could resuft in
increased construction costs or
difficulty in obtaining a permit.

Estimates of future disposal
capacity may change as a result
of changes in legislative or

~ regulatory design requirements.

The density of waste may vary
due to variations in operating
conditions, including waste
compaction practices, site design,
climate and the nature of the

~ waste.

-Actual future costs of construction

materials and.third party labor

.« could differ from the costs we

have estimated because of the
impact from general economic
conditions on the availability of
the required materials and labor.

" Technical designs could be

aftered due to unexpected

- operating conditions, regulatory

changes or legislative changes.
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Accounting Policy and Process
Use of Estimates

arrangements, review changes in year over
year cost estimates for reasonableness,
and compare our resulting development
cost per acre with prior periods. These
development costs, together with any costs
incurred to acquire, design and permit the
landfill, including capitalized interest, are .
recorded to the landiill asset on the
balance sheet as incurted.

-Landfill Development Asset Amortization

‘In order to match the amortization of the

landfill asset with the revenue generated by
the landfiil operations, we amortize the '
fandfill development asset over its operating
iife on a per-ton basis as waste is accepted
at the landfill. At the end of a landfill's
operating Iife, the landfill asset is fully
amortized. The per-ton rate is calculated by
dividing the sum of the landfill net book

. value and estimated future development

costs (as described above) of the landfill by
the estimated remaining disposal capacity.
The costs are not inflated and discounted,
but rather expressed in nominal doltars. This
rate is applied o each ton accepted at the
landfill and recorded as a charge to.

.. amortization expense.

" Amortization rates are influenced by the

original cost basis for the landfill, including
acquisition costs, which in tum is
determined by geographic Iocation and
market values. We have secured significant
landfill assets through business
acquisitions in recent years and valued

them at the time of acquisition based upon -

market value. Also, per-ton rates are .
influenced by site specific engineering and
cost factors.

Estimate Updates

" On at least an annual basis, we update the
estimates of fulure development costs and . .

remaining disposal capacity for each

‘landfill. These costs and disposal capacity ..

astimates are reviewed and approved.by
senior operations management annuaify.
Changes in the cost estimates ara

44

Residual Accounting and
Business Risk

Increases and decreases in our

" cost estimates and changes in

disposal capacity will normally

" result in a change in our

amortization rates on a
prospective basis. An unexpected
significant increase In estimated
costs or reduction in disposal
capacity could affect the ongoing
economic viability of the landfill
and result in ‘an asset impairment.
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reflected prospectively in the landfill -
amortization rates that are updated
annually.

We have two types of retirement:
obligations retated to landfills: (1) capping
and (2) closure and post—closure

monitoring.
Landfill Capping
As individual areas within each landfill * Changes in legislative or

_ reach capacity, we are required to cap and regulatory requirements including

 close the areas in accordance with the changes in capping, closure

landfill site permit. These requirements are  activities or post-closure
detailed in the technical design of the monitoring activities, types and
landfilf siting process described above. .quantities of materials used, or
Capping activities primarily. include term of post-closure care could
installation of liners, drainage, compacted cause changes in our cost
soil layers and topsoil over areas of a estimates.

landfill where total disposal capacity has
been consumed and waste Is no longer
being received. Thera are multiple capping
activities that oceur over tha operahng life
of the landfiil.

Closure and Post-Closure Monitoring

Closure costs are any costs incurred after
a site stops receiving waste but prior to
being ceriified as closed and enters its -
post-closure monitoring period. After the
entire landfill site has reached capacity and
is closed, we are required to maintain and
monitor the site for a posi-closure period,
which generally extends for a pefiod of

30 years. Post-closure requirements
generally include maintenance of the site
and monitoring the methare gas collection
systems and groundwater systems, and
other activities that occur after the site has
ceased accepting waste. Costs associated
with post-closure monitoring generally
include groundwater sampling, analysis
and statistical reports, third party labor
associated with gas systems operations
and maintenance, transportation and
disposal of leachate and erosion control
costs related to the final cap.
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Landfill Retirement Obligation Asset
Amortization .

Estimates of the total future costs required
to cap, close, and monitor the landfill as
specified by each landfill permit are
developed annually. The estimates include
the specific timing of the estimated future
cash outflows, considering the anticipated
waste flow into the capping events and the
landfill. Our cost estimates are inflated to
the period of performance using an -
estimate of inflation which is updated

annually (2.5% was used in both 2004 and -

2003). :

:Capping, closure and post-closurs liabilities .
~"are recorded in layers and discounted.using
- the credit adjusted risk-free rate in effect at

the time the obligation is incurred.: -

The present value of the remaining capping
costs for a specific capping event and the_
remaining closure and post-closure costs for
the landfill are accrued as incurred on a per-
ton basis. These liabilities are incurred as
disposal capacity is consumed at the landfill.

A corresponding retirement obligation. . .
asset is recorded for the same value as
the additions to the capping, closure-and
post-closure liabilities.

The retirement obligation asset is o
amortized to expense on a per-ton basis
as disposal capacity is consumed. The
per-ton rate.is calculated by dividing the
sum of the recorded retirement obligation

asset net book value and expected future -
additions to the retirement obligation asg;at_
by the remaining disposal capacity relating’

to that event. Closure and post-closure " -
per-ton rates are based on the otal
disposal capacity of the landfill.

The recorded retirement obligation is

increased each year to reflect the passage’

of time by accreting the balance at the
same credit-adjusted risk-free rate that
was used to calculate each layer of the
recorded liability. This accretion expense is
charged to cost of operations.

46

Residual Accounting and
Business Risk .

Actual timing of disposal capacity
utilization could differ from -
projected fiming, causing

- differences. in- timing of when

amortization -and accretion
expense is recognized for
capping, closure ‘and post-closure
liabilities.

 Changes in future inflation rate

projections could impact our
actual future costs and our total
liability.

Changes In our capital structure
could result in changes to the
credit-adjusted risk-free rate used
to discount the liabilities, which
could cause changes in future
recorded liabilities and expense.

Change in the landfill retirement
obligation dus to changes in the
anticipated waste flow, cost
estimates or the timing of
expenditures for closed landfills

. and fully incurred but unpaid

capping events are recorded in
results of operations as new

- information becomas available.
This could result in unanticipated

increases or decreases in
expense.

~Rates could change In the future
_based on the evaluation of new
facts and circumstances relating

. to landfill capping design, post-

. .closure. monitoring requirements,

-or the inflation or discount rate.
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Actual cash expenditures reduce the asset
retirement obligation Hability as they are
incurred.

Estimate Updates

On an annual basis, we update the
estimate of future capping, closure and
post-closure costs and estimates of future
disposal capacity for each landfill.
Revisions in estimates of our costs or
timing of expenditures ars recognized
immediately as increases or decreases to
the capping. closure and post-closure
liabilities and corresponding retirement
obligation asset. Changes in the asset
result in changes to the amortization rates
which are applied prospectively except for
fully incurred capping events and closed
landfills which are recorded immediately in
results of operations since the associated
disposal capacity has already been
consumed.

As described previously, disposal capacity
is determined by the specifications detailed
in the landfill permit obtzined. We classify
this disposal capacity as permitted. We
also include probable expansion disposal
capacity in our remaining disposal capacity
estimates, which relates to additional
disposal capacity being sought through
means of a permit expansion. Probable
expansion disposal capacity has not yet
received final approval from the regulatory
agencies, but we have determined that -
certain critical criteria have been met and
the successful completion of the expansion
is highly probable. Our internal criteria to-
classify disposal capacity as probable
expansion.are as follows:

1. We have control of and dccess to the
land where the expansion permit is being
sought. '

2. All geologic and other technical siting
criteria for a landfili have been met or a
vartance from such requirements has been
recelved (or can reasonably be expected
to be achieved).

47

Residual Accounting and
Business Risk

We may be unsuccessful in
obtaining permits for probable
expansion disposal capacity
because of the failure to obtain
the final local, state or federal
permit or due to other unknown
reasons. If we are unsuccessful in
obtaining permits for probable
expansion disposal capacity, or
the disposal capacity for which we
obtain approvals is less than what
was estimated, both costs and
disposal capacity will change,
which. will generally increase the
rates we charge for landfiil
amortization and capping, closure
and post-closure accruals. An

_unexpected decrease in disposal

capacity could cause an asset
impairment.
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! Environmental
Liabilities

Accounting Policy and Process
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3. The political process has been
assessed and there are no identified
impedirments that cannot be resolved.

4. We are actively pursuing the expansion
permit and have an expectation that the
final local, state and federal permits will be
received within the next five years.

5. Senior operations management approval
has been obtained.

After successfully meeting these criteria,
the disposal capacity that will result from
the planned expansion is included in our
remaining disposal capacity estimates.
Additionally, for purposes of calculating the
landfill amortization and capping, closure
and post-closure rates, we include the
incremental costs to develop, construct,
close and monitor the related probable
expansion disposal capacity. '

Nature of Liabilities

Liabilities arise from contamination existing

- at our landfilts or at third-party landfills that

we (or a predecessor company) have
delivered or transported waste to and are

" based on our estimates of future costs that

we will incur for incremental remediation
activities and the related litigation costs. To
determine our ultimate liability at these
sites, we have used third-party :
environmental engineers and atiorneys to

- assist in the evaluation of several factors, .-

including the extent of contamination at
each identified site and the most
appropriate remedy. We accrue for costs
associated with environmental remediation
obligations when such costs are probable
and-reasonably estimable. The majority of

our environmental liabiiities are obligations -

that we assumed in connection with an

- acquisition. Any increases in the assumed

accruals for environmental liabilities from
the amounts recorded by the predecessor
are charged to operating expense. If the -
liabilities arise through the normal course
of business, the accruals are also charged
to operating expense.

Residual Accounting and .
Business Risk ’

Actual settlement of these
liabilities could differ from our

" estimates due to a number of

uncertainties, such as the extent

of contamination at a particular

site, the final remedy, the financial

viability of other potentially

responsible parties, and the final )
apportionment of responsibility |
among the potentially responsible

parties.

Actual amounts could differ from
the estimated liability as a result

- of changes in estimated future

liigation costs to pursue the
matter to ultimate resolution
including both legal and remedial
costs.

An unanticipated environmental i
liability that arises could result in i
a material charge to operating !
expense.
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Estimate Updates

We periodically consult with outside legal
counsel and environmental engineers to
review the status of all environmental

- matters and to assist our environmental

Non-recurring
Acquisition
Accruals

and legal management in updating our
estimates of the likelihood and amounts of
remediation. As the timing of cash .
payments for these liabilities is uncertain,
the accrued costs are not discounted. Any
changes in the liabllities resulting from
these reviews are recorded to operating
income in the period in which the change
in estimate is made.

Summary

We have determined that the recorded
liability for environmental matters as of
December 31, 2004 and 2003 of
approximately $304.8 million and

$337.4 million, respectively, represents the
most probable outcome of these -
contingent matters. Cash paid for
environmental matters during 2004 and
2003 was $31.8 million and $24.9 million,
respectively.

We do not expect that adjustments to
estimates, which are reasonably possible
In the near term and that may result in
changes to recorded amounts. will have a
material effect on our consolidated liquidity,
financial position or results of operations.
Howaver, we believe that it is reasonably
possible the ultimate outcome of )
environmental matters, excluding capping,
closure and post-closure could result in -
approximately $20 million of additional
liability. Due to the nature of these matters,
the cash flow impact would not be
immediate and would most likely be over a
period greater than five years.

Nature of Liabilities

At the time of an acquisition accounted for
under the purchase method of accounting,
we evaluate and record liabifities of the
acquired company to represent our )
estimate of fair value. Assumed liabilities

49

Residual Accounting and
Business Risk

There couid be changes in
¢ircumstances or estimates that
cause the actual settlement of
these liabilities to be higher or

fower than our original estimates.
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Accounting Policy and Process
Use of Estimates

as well as liabllities resulting directly from
the completion of the acquisition are
considered in the net assets acquired and
resulting purchase price aliocation.

Liabilities resulting from changes in
estimatas of assumed obligations,
including litigation, self-insurance reserves
and loss contracts, as well as liabilities
related to restructuring and abandonment
activities, are accrued through a charge to
expense, Additionally, transition costs that
are not accruable at the time of acquisition,
including transitional personnel costs, route
restructurings and costs associated with
the consolidation of operations are
expensed in the period in which the costs
are incurred. '

Estimate Updates

We evaluate the adequacy of the non-
recurring acquisition accruals at least
annually by obtaining third party actuarial
valuations of assumed self-insurancs
obligations, third party legal counsel
updates for assumed litigation.and field
and corporate management reviews of all
acquisition related commitments. Any
changes in the liabifities resulting from
these reviews are recorded in the period in
which the change in estimate is made. The
adjustment is charged to either an expense
or goodwill consistent with how the original
liability was established and the period of
time that has elapsed since the date of the
acquisition. Generally, we do not record
adjustments to goodwill after one year
from the date of the acquisition.

Summary

At December 31, 2004 and 2003, we had-
approximately $124.6 million and -

$154.1 million, respectively, of non-
recurring acquisition accruals remaining on
our balance sheet, consisting primarily of
loss contracts, litigation and compliance,
and risk management and insurance
liabilities associated with the acquisition of
BFI. Cash paid against non-recurring -

.acquisition accruals, including severancs,

50

Residual Accounting and
Business Risk
Additional liabflities may exist
related to the acquired operations
that have not been identified.
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in 2004 was $30.0 million and $41.5 million
-in 2003. .

Self-insurance
Liabilities and
Related Costs

We maintain high deductibles for
commercial general liability, autornobile
liability, and workers’ compensation
insurance and are.fully self-insured for
employee group health claims. Deductible
levels are between $1 million and
$3 million. The retained or non-insured
; portion of the liability for unpaid claims and
' associated expenses, including incurred
) but not reported losses, is reflected in our
balance sheet as an accrued lability. The
liability for unpaid claims and associated
expenses for commercial general liability,
automobile liability and workers’
compensation is actuarially determined by
i a third-party actuary. We use a third-party
! administrator to track and evaluate actual
| claims experience for consistency with the
data used in the annual actuarial valuation.
The expense is charged tc operating
costs, The actuariaily determined liability is
caiculated for the most part by our past
claims experience factor, which considers
both the frequency and settiement amount
of claims.

As of December 31, 2004 and 2003, we

_ had approximately $209.5 million and
$193.5 million of self-insurance liabllities on
our balance sheet. Our recorded liabilities
are not discounted. Cash paid for seff-
insurance claims during 2004 and 2003
was $216.6 million and $210.0 million, -
respectively. D .

Loss
Contingencies

We are subject to various legal
proceedings and claims, the outcomes of
which are subject to significant uncertainty.
! We determine whether to disclose and -

| accrue for loss contingencies based on an
‘assessment of whether the risk of loss is
remote, reasonably possible or probable
and can be reasonably gstimated. We
analyze our litigation and regulatory
matters based on avzilable information to
assess potential liability. Management's
assessment is developed in consultation

51

Residual Aecounting and
Business Risk

Incident rates, including frequency
and severity, could increase or
decrease during a year causing
our current and future actuarially
determinad obligations to increase
or decrease.

The costs to discharge our
obligations, including legal costs
and health care costs, could
increase or decrease causing
current and for prior estimates of
our self-insurance liability to
change.

Actual costs can vary from
estimates for a variety of reasons.
For example, the costs from
settiement of claims and litigation

.can vary from estimates based on

differing interpretations of laws,
opinions on culpability and
assessments on the amount of
damages.

Loss contingency assumptions
involve judgments that are
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Allowance

i Asset -
‘ Impairment

Accounting Policy and Process
Use of Estimates

with our outside counsel and other
advisors and is based on an analysis of
possible outcomes under various
strategies.

- Generally, we record losses related to

contingencies in cost of operations or -
selling, general and administrative
expenses, depending on the nature of the

underlying transaction leading to the loss

contingency.

We provide services to approximately

10 million customers throughout the United
States. We perform credit evaluations for
our significant customers and establish an
allowance for.doubtful accounts based on
the aging of our receivables, payment
performance factors, historical trends and -
other information. In general, we reserve
50% of receivables outstanding 90 to

120 days and 100% of those outstanding
over 120 days. We also review. specific
outstanding accounts and reserve the
receivable if information becomes available
indicating we will not receive payment and
consider the recoverabllity of written-off
accounts. Our reserve is evaluated and
revised on a monthly basis.

We also reserve a portion of revenues as a. -

sales valuation allowance. We measurs
this allowance based on our historical
analysis of revenue reversals and credits
issued after the month of billing. Revenue
reversals and credits typically relate to
resolution of customer disputes and hilling
adjustments.

Valuation Methodology

We evaluate our long-lived assets for
impairment based on projected cash flows
anticipated to be generated from the

" ongoing operation of those assets.

Evaluation Criteria
We test long-lived assets for recoverability

whenever events or changes in
circumstances indicate that the asset's

52

Residual Accounting and
Business Risk

inherently subjective and generaily
involve business matters that are
by nature unpredictable. If a loss
contingency results in an adverse -

" judgment or is settled for

significant amounts, it could have
a material adverse effect on our
results of operations, cash flows
and financial position in the period
or periods in which such judgment
or settlement occurs.

Adverse changes in the financial
health of our customers could
change the timing or levels of
collsctions and require
adjustments to our allowance for
doubtful accounts.

If we have:changes in events or
circumstances, including
reductions in anticipated cash
fiows generated by our operations
or determinations to divest of
certain assets, certain assets
could-be impaired which would
result in a non-cash charge to
eamings:



LDEQ-EDMS Document 36269010, Page 311 of 425

@

Accounti
Area
Asset
Impairment
{continued)

Goodwill
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Accounting Palicy and Process
) Use of Esctyimtes

carrying amounts may not be recoverable.
Examples of such events could include a
significant adverse change in the extent or
manner in which we use a long-lived asset,
a change in its physical condition, or new
circumstances that would cause an
expectation that it is more likely than not
that we would sell or otherwise dispese of
a long-lived asset significantly before the
end of its previously estimated useful life.

Recognition Criteria

i such circumstances arise, we recognize
an impairment for the difference between

" the carrying amount and fair value of the

asset, if the carrying amount of the asset
exceeds the sum of the undiscounted cash
flows expected to resuft from the use and
eventual dispaosition of the asset. We use
the present value of the expected cash
flows from that asset to determine fair
value.

Valuation Methodology

We evaluate goodwill for impairment based
on fair value of each geographic operating
segment. Our geographic operating
segment is an aggregate of several
vertically integrated businesses with similar
operational characteristics. We estimate
fair value based on net cash flows ,
discounited using an estimated weighted-
average cost of capital which was
approximately 7.15% in 2004. In addition,
consideration is also given to an earnings
muttiple approach, enterprise valus and
overall company market capitalization as
indicators of the reasonableness of our
discounted cash flows. '

Evaluation Cn'tqrié

Annually, we test realizability of goodwill.
In addition, we test goodwill for
recoverability between annual evaluations
whenever events or changes In

circumstances indicate that the carrying

amounts may not be recoverable.
Examples of such events could include a

53

Residuat Accounting and
~__Business Risk

Our most significant asset
impairment exposure, other than -
goodwill (see discussion below)
Is our investment in landfills. A
reduction in our estimated
disposal capacity as a result of
unanticipated events could trigger
an impairment charge.

The estimated fair vatue could
change. as there are future
changes In our capital structure,
cost of debt, interest rates, ability
to perform at levels that were
forecasted, actual capital
expenditure levels, or our market
capitalization. For example, a
reduction in long-term growth
assumptions could reduce the
estimated fair value to below
carrying value, which would
trigger an impairment charge.
Similarty, an increase in our -

_weighted average cost of capital
could trigger an impairment

charge.
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Accounting Policy and Progess -
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significant adverse change in legal factors,
liquidity or in the business climate, an
adverse action or assessment by a
regulator unanticipated competition, loss
of key.personnel, or new circumstances.
that would cause an expectation that it is
more likely than not that we would sell or

" otherwise dispose of an operating segment .

or a significant portion of a geographic
operating segment.

Recognition Criteria

We recognize an impairment if the net book
value exceeds the fair value as determined -
using discounted future cash flows on a

geographic operating segment basis. At the

time of a divestiture of an individual business.

unit within a geographic operating segment,
goodwill is allocated to that business unit
based on the relative fair value of the unit
being disposed to the total reporting unit and
a gain or loss on disposal is derived.
Subsequently, the remaining goodwill in the
geographic operating segment from which
the assets were divested is re-evaluated for
impairment, which couid also result in-an
add‘rhonal loss. -

Summary

At December 31, 2004 and 2003, we had
$8.2 billion and.$8.3 bilfion, respectively, of
goodwill recorded At December 31, 2004
and 2003, there was no impairment of
goodwill upon completion of our annual
evaluation_of goodwill recoverability. .

We account for income taxes using a
balance sheet approach whereby deferred
tax assets and liabilities are determined
based on the differences in financial
reporting and income tax basis of assets,
other than non-deductible goodwill, and
liabilities. The differences are measured
using the income tax rate in effect during_
the year in which the differences are -
expected to reverse. We utilize outside
experts and legal counsel to assist in the
development or review of significant tax

_ positions used in establishing our I;abnhty

54

Residual Accounting and
Business Hisk

In the past, we have incurred non-
cash losses on sales of assets
driven primarily by the goodwill
allocated to the assets divested. If
similar divestiture decisions are
made in the future, we could incur
additional non-cash losses on

. asset sales. A divestiture of any

individual asset below the
geographic operating segment
level could result in a loss.

The balance sheet classification
and amount of the tax accounts
established relating to acquisitions
are based on certain assumptions
that could possibly change based
on the ultimate outcome of certain
tax matters. As these tax
accounts were established in
purchase accounting, any future

- changes relating to these amounts

will result in balance sheet
reclassifications, which may
include an adjustment to goodwill.
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We provide a valuation allowance for
deferred tax assets (including net
operating loss and capital loss
carmmyforwards) when it is more likely than
not that we will not be able to realize the
future deduction giving rise to the deferred
tax asset.

We record liabilities for actual or expected
probable tax adjustments proposed or
expected by tax authorities at the federal
and state level.

The acquisition of BFI in. 1999, which was
accounted for as a business purchase
combination, resulted in approximately
$6.8 billion of goodwill, $6.5 billion of which
amortization is non-deductible for tax
purposes. At December 31, 2004,

approximately $5.9 billion of non-deductible

goodwill remains on our balance sheet.

Income tax expense is recorded on an
intarim basis based on the expected
annual effective tax rate and discrete
period items. The annual effective tax rate
is determined using estimated full year
earnings, non-deductible items and tax
credits that are anticipated to be utilized.

Summary

As of December 31, 2004, state net
operating loss and minimum tax credit
carryforwards with an after tax benefit
totaling $322.6 million remain unused that
will expire if not used by the end of various
future years. Valuation allowances have
been established for the possibility that
some of these carryforwards may not be -
used.

Recognition Criteria

Our defined benefit retirement plan was
assumed in connection with the acquisition
of BFL. The benefits of approximately 97%
of the current plan participants were frozen
upon acquisition. : '

The benefit obligation and associated '_ '
income or expense is actuarially

55

Residual Accounting and
Business Risk

Changes in estimated realizability
of deferred tax assets could resuft
in adjustments to income tax
expense.

We are currently under
examination by various state and
federal taxing authorities for
certain tax years. The Internal
Revenue Cods and Income Tax
Regulations are a complex set of
rules that we are required to
interpret and apply to our
transactions. Positions taken in
tax years under examination are
subject to chailenge. Accordingly,
we may have exposure for
additional tax liabilities arising
from these audits if any positions
taken are disallowed by the taxing
authorities. (See Note 13 of our
consolidated financial statements
included herein. )

Actual income tax rates can vary
from period to period as a resuit
of differences between estimated
and actual earnings, non-
deductible items and tax credit
utilization. An increase or
decrease in the tax rate could
have a material impact on our
results of operations.
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Accounting
Area

Defined
Benefit.
Pension Plans
{continued)

Accounting Policy and Process
Use of Estimates

- determined by an independent third party

based on actuarial assumptions we believe
are reasonable. We use a third party to
administer the:plan and maintain certain
data that Is provided to the actuary. The
plan assets are managed by a. third party
that is unaffiliated to our actuary. We
recognize in our financial statements an
accrued liability {or a prepaid pension
expense), for the difference between:the
cost to satisfy our pension obligation and-
the investment income eamed or

- contributions to the plan. Pension income
‘or expense is recorded to selling, general

and administrative expense.

Qur funding policy is to make annual
contributions to the pension plan as
determined to be required by the plan’s
actuary and to meet the minimum

- Residual Accounting and
Business Risk

requirements of the Employes Retirement

Income Security Act (ERISA). No
contributions were required during the last
three years. No coniributions are
anticipated for 2005.

.The plan's policy is to invest the plan's

assets as determined by our Benefits'
Committee. At December 31, 2004, of the
total plan assets of $339.4 million,
approximately 38% was invested in fixed
income bond funds and approximately 62%
in equity- funds.

Asswﬁptiohs
The assumptions used.in the actuarialty

determined funded status are as follows:
(weighted average assumptions as of our

. measurement date, September 30):

) 2004 2003
Discountrate............. 6.00% 6.25%
Expected retumn on plan

asselS ....ovvininann 8.50% 9.00%

Average rate of
compensation increase.. 4.00% 4.00%

Our discount rate represents the yield on
high guality (AAA) bonds at which our
obligation could be settled. Qur discount
rate is based on a review of the current -
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Changes in our investment mix
and performance of the equity
and bond markets and of fund
managers could impact the
amount of pension income or
expense recorded, the funded
status of the plan and the need
for future cash contributions. At
December 31, 2004, our defined
benefit retirement plan was under-
funded by $13.6 million.

Our discount rate is sensitive to

changes in market based interest
~ rates. A decrease in the discount

rate will increase the hability and
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Accotnti
Areamg
Defined
Benefit
Pension Plans
(continued)

Accounting Policy and Process
Use of Estimates

rate of long-term bonds which have
durations that are equivalent to our
obligations under the plan.

The expected retum on our plan assets
represents a long-term view of returns
based on our current asset mix. In
developing our expected rate of return
assumption, we evaluated an analysis of
long-term expected and historical actual
returns on the plan assets from our
investment managers which gave
consideration to our asset mix and
anticipated length of obligation of our plan.

The average rate of compensation increase
applies only to the portion of the plan that
is not frozen. Less than 3% of the plan

participants continue to earn benefits. This -

rate reflects our expectations of average
pay increases over the period benefits are
earned.

We annually review our actual asset . -
allocation, discount rate, expected rate of
return and other actuarial assumptions and
adjust them as deemed necessary. -

New Accounting Standards .

Residual Accounting and
Business Risk

decrease the funded status of the
plan.

If actual retﬁm on plan assets

.varies from the expected returns,

the fair value of the plan assets

" will differ from our projections.

Changes in our key assumptions

" could cause changes in our

assets, liabilittes and-income or
expense recorded. For example, a
decrease in the discount rate
would result in a greater benefits
obligation in future periods. A
lower expected retum on assets

"~ would also increase the amount of

pension expense recorded.

For a description of the new accounting standards that affect us, see Note 1 to our consolidated
financial statements included herein.

Disclosure Regarding Forward Looking Statements

This Form 10-K includes forward-looking statements within the meaning of Section 27A.of the

Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 (Forward Looking
Statements). All statements, other than siatements of historical fact included in this report, are
Forward Looking Statements. Although we believe that the expectations refiected.in such Forward
Looking Statements are reasonabie, we can give no assurance that such expectations will prove to
be correct. Generally, these Forward Looklng Statements include, among others, statements

regarding:

= our business plans or strategies, projected or anticipated benefits or other consequences of
. such plans or strategies, including our market-specific acquisitions and divestitures;

= our ability to obtain financing, refinance existing debt, reduce interest cost, accelerate our de-
leveraging process, extend debt maturities and provide adequate financial liquidity;

» the adequacy of our operating cash flow and revolving credit facility to make payments on our
indebtedness and fund other liquidity needs.

+ our expectation of the amounts we wil spend on capltal expenditures, closure, post—closure
and remediation expenditures related to landfill operations in 2005;
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our ability to generate cash flows from operations after funding capital expenditures at similar
levels as what we generated over the last three years;

our ability at the end of the first quarter of 2005 to have 76% of our debt at fixed interest rates;

our ability to increase revenue growth and internal growth by increasing volumes collected
and disposed and by increasing the rates for the services we provide;

our ability to pay cash dividends in the future;
our expectation that we may become an investment grade investment in the future;

our ability to achieve credit ratios that would. allow u_s 1o receive benefits of a cross over
investment grade company and/or investment grade-like cost of capital;

our estimates of future expenses, including amortization expense;
our ability to achieve cost reductions in the future; '
our estimates of future annual interest cost reduchons,

our ability to perform our obl:gations under ﬁnancla! assurance contracts and our expectation
that financial assurance contracts will nat materially mcrease .

undeﬂymg assumphons Includlng lntemal growth as well: as general economic and financial
market conditions; - :

our expectation that our casuaity, property or environmental claims or other contingencies
will not have a matenal effect on our operations;

our estimate of federal and state income taxes and penalties required to be pald if we do not
prevail in our appeal of the |RS’ disallowance of capital losses related to BFI;

our belief that the costs of settlements or judgments arising from litigation and the effects of
settiements or judgments on.our. consolidated Ilqu:dlty, financial position or resuits of
operation will not be matertal;

our ability to achieve benefits, including the timing and amount of any benefits, resulting from
the implementation of standards and best practice programs and our estimates of costs
associated wrth the implementation;

our ability to achieva benefits from the modification of our organizatjonal structure;

our ability to implement a refinancing plan or related transactlon and the expected beneﬁts
from 'such plan or transaction;

our ability to implement environmental safeguards to comply with governmental
requirements; )

the expected tenure for our Chairman of the Board of Directors and Chief Executive Officer of
the company; :

our expectation that employee benefits, fuél, maintenance and financial assurance costs will
increase in excess of inflation;

our ability to maintain sufficient surplus between our covenant ratios; and

our expectation to increase capital expenditures over the next couple of years.
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All phases of our opsrations are subject to a number of uncertainties, risks and other influences,
many of which are outside of our control and any one of which, or a combination of which, could
materially affect the results of our operations. Important factors that could cause actual results to
differ materially from our expectations are dlscussed below. These nsks and uncertainties include,
without imitation:

Our significant leverage may make it difficult for us to service our debt and operate our business.
We have had and will continue to have a substantial amount of outstanding indebtedness with
significant debt service requirements. At December 31, 2004, our consolidated debt was approxi-
mately $7.8 billion and our debt to total capitalization was 74.9%. The degree to which we are
leveraged could have important consequences. For example, it could:

= make it more difficutt for us to satisfy our obligations with respect to our debt

« require us to dedicate a substantial poition of our cash flow from operations to payments on
our indebtedness, which would reduce the availability of our pash flow to fund intemal growth
through working capital and capital expenditures and for other general corporate purposes;

- increase our vulnerability to economic downturns in our industry;

« increase our vulnerability to interest rate increases to the extent any of our variable rate debt
is not hedged;

 place us at a competitive disadvantage compared to our competitors that have less debt in
relation to cash flow;

= fimit our flexibility in planning for or reacting to changes in our business and our industry;

- {imit, among other things, our ability to borrow addmonal funds or obtain other financing
capacity; and

“» subject us to a greater risk of noncompliance with financial and other restrictive covenants in
our indebtedness. The failure to comply with these covenarits could result in an event of
default which, if not cured or waived, could have a material negative effect on us.

We and our subsidiaries may be able to incur substantial additional indebtedness in the future. As of
December 31, 2004, our debt agreements permit us to incur substantial additional indebtedness
under various financial ratio tests. As of December 31, 2004, we had no loans outstanding under the
$1.5 billion revolver of the 2003 Credit Facility. As of such date, we had $716.7 million in letters of
credit outstanding on that revolver that support financial assurance purposes, leaving $§783.3 million
of availability.

To service our indebiedness, we will require a significant amount of cash. Our ability to generate
cash depends on many factors beyond our control.” Our ability to make payments on our
indebtedness will depend on our ability to generate cash fiow in the future. This, to a certain extent,
is subject to general economic, financial, competitive, legislative, regulatory and other factors that
are beyond our control.

We cannot assure you that our business will generate sufficient cash flow from opérations. or that
future borrowings will be available to us under our 2003 Credit Facility in an amount sufficient to
enable us to pay our indebtedness or to fund other fiquidity needs.

We may be unable to refinance our indebtedness. - We cannot assure you that we will be able to
refinance any of our indebtedness, including our 2003 Credit Facility, on commercially reasonable
terms or at all. We may also need to refinance our senior notes, our senior subordinated notes
and/or other indebtedness to pay the principal amounts due at maturity. There can be no assurance
that we will be able to obtain sufficient funds to enable us to repay. or refinance our debt oblfgattons
on commercially reasonabie terms or at all.
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Covenants in our credit facllity, our Indentures and the instruments governing our other indebted-
ness may limit our abllity to operate our business. Our 2003 Credit Facility, and certain of the
agreements .governing our other indebtedness contain covenants that restrict our ability to make
distributions or other payments to our investors and creditors unless we satisfy certain financial
tests or other criteria. We must also comply with certain specified financial ratios and tests. The
credit facility financial ratio tests assume that over time EBITDA increases and interest decreases in
relation to debt levels. If EBITDA does not increase and if interest does not decrease in relation to
debt andif we are unable to renegotiate the covenants, we would not comply with the provisions of
the Credit Facility (see Debt Covenants in Contractual Obligations and Commitments).

in some cases, our subsidiaries are subject to similar restrictions which may restrict their ability to
make distributions to us. Our credit facility and these other agreements contain additional affirmative
and negative covenants, including limitation on ‘our ability to incur additional indebtedness and to
make acquisitions and capital expenditures. All of these restrictions could affect our ability to
operate our business and may limtt our ability to take advantage of potential business opportunities
as they arise. .

If we do not comply with these covenants and restrictions, we could be in default under our credit
facility and other debt agreements and the debt, together with accrued interest, could then be
declared immediately due and payable. If we default under our 2003 Credit Facility, the lenders could
cause all of our outstanding debt obfigations under such credit facility to become due and payable,
require us to apply all of our cash to repay the indebtedness under such credit facility or prevent us
from making debt service payments on any other indebtedness we owe. If we are unable to repay
any borrowings when due, the lenders under our 2003 Credit Facility could proceed against their
collateral, which includes most of the assets we own, including the stock and assets of our
subsidiaries. in addition, any default under our 2003 Credit Facility or agreements governing our
other indebtadness could lead to an acceleration of debt under our other debt instruments that
contain cross acceleration or cross-default provisions. Qur ability to comply with these provisions of
our credit facility and other agreements governing our other indebtedness may be affected by
changes in the economic or business conditions or other events beyond our control.

Our bond ratings could be downgraded. Although reductions in our bond ratings may not have an
immediate impact on the cost of debt or our liquidity, they may impact the cost of debt and liquidity
over the near to medium term. If our bond ratings are reduced, future access at a reasonabie cost to
the debt and financial assurance markets may be adversely impacted.

We compete with large companies and municipalities that may have greater financial and
operational resources. We also compete with the use of alternatives to landfill disposal in part
because of state requirements to reduce landfill disposal and we cannot assure you that we will
continue. to operate our landfills at currently estimated volumes. The non-hazardous waste
collection and disposal industry is highly competitive. We compete with large companies and
municipalities which may have greater financial and operational resources. The non- hazardous
waste collection and disposal industry is led by three large national waste management companies:
Allied, Waste Management, Inc., and Republic-Services, Inc. It also includes numerous regional and
lecal companies. Many counties and municipalities that operate their own waste collection and
disposal facilities have the benefils of tax-exempt financing and may conirol the disposal of waste
collected within their jurisdictions.

‘We encounter competition due to the use of alternatives to landfill disposal, such as recycling and

incineration, because of state requirements to reduce landfill disposal and we cannot ensure that our
landfills will continue to operate at currently estimated volumes. Further, most of.the. states or
municipalities in which we operats landfills require counties and municipalities to formulate comprehen-
sive plans to reduce the volume of solid waste depostted in landfills through waste planning, composting
and recycling or other programs. Some state and local governments mandate waste reduction-at the
source and prohibit the disposal of certain types of wastes, such as yard wastes, at landfills. These.
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actions may reduce the volume of waste going to landfills in certain areas. If this occurs, there can be no
assurances that we will be able to operate our landiills at their current estimated volumes or charge
current prices for landfill disposal services due to the decrease in demand for services.

if we are unable to execule our business strategy, our waste disposal expenses could increase
significantly. Over the long term, our ability to continue to sustain our current vertical integration
strategy will depend on our ability to maintain appropriate landfilt capacity, collection operations and
transfer stations. We cannot assure you that we will be able to replace such assets either timely or
cost effectively or integrate acquisition candidates effectively or profitably. Further, we cannot
assure you that we will be successful in expanding the permitted capacity of our current landfills
onhce our landfill capacity is full. In such avent, we may have to dispose of collected waste at landfifls
operated by our competitors or haut the waste long distances at a higher cost to another of our
landfills, either of which could significantly increase our waste disposal expenses.

We may be unable to obtain required permits or to expand existing permitted capacity. There can be
no assurance that we will successfully obtain the permits we require to operate our business because
permits to operate non-hazardous solid waste landfills and to expand the permitted capacity of exisfing
landfills have become increasingly difficult and expensive to obtain. Permits often take years to obtain as
a result of numerous hearings and compliance with zoning, environmental and other regulatory
measures. These permits are also often subject to resistance from citizen or other groups and other
political pressures. Our failure to obtain the required permits to operate non-hazardous solid waste
landfills could have a material negative effect on our future results of operations.

The solid waste industry is a capilal-ntensive industry that may consume cash from our
operations and borrowings. Our ability to remain competitive, grow and expand operations largely
depends on our cash flow from operations and access to capital. We spent approximately
$673.3 million in combination for our capital expenditures and landfill capping, closure, and post-
closure and environmental remediation expenditures during 2004, and we expect to spend approxi-
mately $800 million for these purposes in 2005. if we undertake more acquisitions or further expand
our operations, the amount we expend on capital, capping, closure, and post-closure and environ-
mental remediation expenditures will increase. Acquisitions may increase our capital requirements
because acquisitions may require sizable amounts of capital and competition with other solid waste
companies that have a similar acquisition strategy may increase costs. Increases in expenditures
will result in low levels of working capital or require us to finance working capita! deficits. We intend
to continue to fund our cash needs through cash flow from operations and borrowings under our
2003 Credit Facility, if necessary. However, we may require additional equity and/or debt financing
for debt repayment obligations, to fund our operations and/or to grow our business.

Our cash needs will increase if the expenditures for closure and post-closure monitoring increase
above our current estimates for these costs. Expenditures for these costs may increass as a result
of any federal, state or local government regulatory action, including changes in closing or
monitoring activities, types and quantities of materials used or the period of required post-closure
monitoring. These factors, together with those discussed above, could substantially increase our
operating costs and therefore impair our ability to invest in our existing facilities or new facilities.

We may not be able to obiain necessary financial assurances, We are required to provide
financial assurances to governmental agencies under applicable environmental regulations relating
to our landfill operations ‘and callection contracts. In addition, we are required to provide financial
assurances for our self-insurance program. We satisfy the financial assurarices requirements by
providing performance bonds, letters of credit, insurance policies or trust deposits. As of Decem-
ber 31, 2004, we have total financial assurance requirements of $2.7 billion; and we do not expect
any material change in the amount of those requirements. Should we experience additional bond
rating agency downgrades, the mix of financial assurance instruments may change requiring us to
provide additional letters of credit.
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Changes in interest rates may affect our results of operations. At December 31, 2004, approxi-
mately 79% of our debt was fixed, 76% directly and 3% through interest rate swap agreements. The
amount of this swap contract portfolio, which matures in-the first quarter of 2005, was $250 million.
For certain interest rate swap agreements, we record non-cash mark-to-market gains and losses
based on changes in future yield curves to the statement of operations. Changes in the yield curves
could result in addmonal non-cash losses being recorded in the statement of operations.

U.8. economic conditions may have an adverse impact on our operaﬂng performance and resulls
of operations. Our business is affected by general economic conditions. Weakness .in the
U.S. economy has a negative effect on our operatmg results, including decreases in revenuas and
operating cash flows. Additionally, in a down-cycle economic environment, we may experience the
negative effects of increased competitive pricing pressure and customer turnover. If economic
conditions deteriorats, we will experience pressure on the pricing that we are able to achieve for our
services. In addition, worsening economic conditions may lead to further negative effects of
customer turnover. There can be no assurance that current economic conditions or worsening
economic conditions or a prolenged or recurring recession will not have a significant adverse lmpact
on our operating results. Additionally, there can be no assurance that an improvement in economic
conditions will result in an immediate, if at all, positive improvement in our cperating results:

We may be affected 5y adverse weather conditions. Our collection and landfill operations could be
adversely affected by long periods of inclement weather which interfere with collection and landfill
operations, delay the development of landfill capacity and /or reduce the volume of waste generated

by our customers. In addition, certain of our operations may be temporarily suspended as a result of

particularly harsh weather conditions. Severe weather can negatively. affect the costs of collection
and disposal. Long periods of inclement weather could have an adverse effect on our results of
operations. : :

Loss of key executives and failure fo attract qua!rﬁed management could limit our growth and
negaﬂvefy impact our operations. We depend upon our senior management team. We have
announced the search for a parmanent Chairman and Chief Executive Officer of the company. We
do not know how long that search will take or what the lmpact of the search and the transition to
new leadership will be. We also continue to depend on operations management personnel with
waste industry experience. We do not know the availability of such experienced management
personnel or how much it may cost to attract and retain such personnel. The loss of the services of
any member of senior management or the. inability to hire experienced operations management
personnel could have an adverse effect on our operations and financial condition.

We are subject to costly environmental regulations and environmental litigation.” Our equipment,
facilities, and operations are subject to extensive and changing federal, state, and local environmen-
tal. laws and regulations refating to environmental protection and occupational health and. safety.
These include, among other things, laws and regulations governing the use, treatment, storage, and
disposal of solid and hazardous wastes and materials, air quality, water quafity and the remediation
of contamination associated with the release of hazardous substances. .

Our compliance with these regulatory requirements is costly. Govemment laws and regulations
often require us to enhance or replace our equipment and to modify landfill operations or initiate
final closure of a landiill. We cannot assure you that we will be able to implement price increases
sufficient to offset the cost of complying with these iaws and regulations. In addition,’ environmental
regulatory changes could accelerate or increase expenditures for closure and post-closure monitor-
ing at solid waste facilities and obligate us to spend sums in addition to those presently accrued for
such purposes.

In addition to. the costs of oomplymg wuth environmental regulations, we incur costs to defend
against litigation brought by government agencies and private parties who allege we are in violation
of our permits and applicable environmental laws and regulations. As a resuit, we may be required
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to pay fines, implement corrective measures or may have cur permits and licenses modified or
revoked. We are, and also may be in the future, defendants in lawsuits brought by governmental
agencies and surrounding landowners who assert claims alleging environmental damage, personal
injury, property damage and/or violations of permits and licenses by us. A significant judgment
against us, the loss of a significant permit or license or the imposition of a significant fine could have
a material negative effect on our financial condition.

Certaln of our waste disposal operations traverse state and county boundaries. In the future, our
collection, transfer and landfill operations may also be affected by proposed federal legislation that
authorizes the states to enact legislation governing interstate shipments of waste. Such proposed
federal fegislation may allow individual states to prohibit the disposal of out-of-state waste or to limit
the amount of out-of-state waste that could be imported for disposal and may require states, under

sofne circumstances, to reduce the amount of waste exported to other states. If this or similar .

legislation is enacted in states in which we operate iandfills that recelve a significant portion of
waste originating from out-of-state, our operations could be negatively affected. We believe that
several states have proposed or have considered adopting legislation that would regulate the
interstate transportation and disposal of waste in the states’ landfills. Our collection, transfer and
landfill operations may also be affected by “flow control” tegislation which may be proposed in the
United States Congress. This proposed federal legislation may allow states and local governments
to direct waste generated within their jurisdictions to a specific facility for disposal or processing. If
this or similar legislation is enacted, state or local govemments with jurisdiction over our landfills
could act to fimit or prohibit disposal or processing of waste in our landfills.

We may have potential environmental liabilities that are greater than our Insurance coverage. We
may incur liabilities for the deterioration of the environment as a result of our operations. Any
substantial liability for environmental damage could materially adversely affect our operating results
and financial condition. Due to the limited nature of our insurance coverage for environmental
liability, if we were to incur substantial financial liability for environmentai damage, our business and
financial condition could be materially adversely affected.

We may have additional hazardous substances liability. We are a potentially responsible party at
many sites under the CERCLA and analogous state laws. CERCLA provides for the remadiation of
contaminated facilities and imposes strict, joint and several liability on current owners and operators
of a faciiity at which there has been a release or a threatened release of a “*hazardous substance”,
former site owners and operators at the time of disposal of the hazardous substance(s) and on
persons who arrange for the disposal of such substances at the facility (i.e. generator of the waste

and transporters who selected the disposal site). Hundreds of substances are defined as “‘hazard-
ous” under CERCLA and their presence, even in minute amounts, can result in substantial liability. -

As used in this report, "non-hazardous waste” means substances that are not defined as
hazardous waste under federal regulations. The statute provides for the remediation of contami-
nated facilities and imposes costs on the responsible parties. The expense of conducting such a
cleanup can be significant. We have significant liabilities under these laws, primarily due to acquired
businesses and properties and their former operations. Notwithstanding our efforts to comply with
applicable regulations and to avoid transporting and receiving hazardous substances, we may have
additional liability because such substances may be present in waste collected by us or disposed of
in our landfills, or in waste collected, transported or disposed of in the past by acquired companies.
In addition, actual costs for these liabilities could be significantly greater than amounts presently
accrued for these purposes.

There may be undisciosed liabilities associated with our acquisitions. In connection with any
acquisition made by us, there may be liabilitiss that we fail to discover or are unable to discover
including hiabilities arising from non-compliance with environmental laws by prior owners and for
which we, as successor owner, may be responsible. Similarly, we incur capitalized costs assoclated
with acquisitions, which may never be consummated, resulting in a potential charge o eamings.
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We are subject to examination by various federal and state taxing authoritles. We are currently e
under examination by various federal and state taxing authorities for certain tax years. Any material
disagreement with taxing atthorities could result in large cash expenditures and adversely affect our
operating results and financial condition. A federal income tax audit for the calendar years 1398
through 2003 is ongoing..A federal income tax audit for BFI’s tax years ended September 30, 1996
through July 30, 1999, is completed with the exception of the following matter. During 2002, the IRS
proposed the disallowance of a capital loss included in BFf's July 30, 1999 tax return. If such
disaliowance is upheld, we estimate it could have a potential total cash impact of up to $310 million
plus accrued interest through December 31, 2004 of approximately $81.6 million ($49.0 million net
of tax benefit). We also received a notification from the IRS proposing a penalty of 40% of the
additional income tax resulting from the disallowance.

We believe that the resolution of this matter will fikely require litigation. This litigation could take a
coupie of years before a court reaches a decision. An unfavorable resolution of this matter could
require future potential cash expenditures that could have a material negative effect on our financial
condition. o

Our goodwill may become Impaired. We have a substantial amount of goodwill resulting from our

acquisitions, including BFI and Laidlaw. At least annually, we evaluate this goodwill for impairment

based on thé fair value of each geographic operating segment. This estimated fair value could

change if there were future changes in our capital structure, cost of debt, interest rates, capital

expenditure levels, ability to perform at levels that were forecasted or a permanent change to the

market capitalization of our company. These changes could result in an impairment that would

require a material non-cash charge to our results of operations. As a result of our geographic

realignment in the fourth quarter of 2004, our nine regions became our reporting units. Since

impairment is measured at the reporting unit level, this increase from four to nine reporhng units :
increases the possibllity we may have to record an impairment in the future. ) ’

N,

Fluctuations in commodiy prices could affect our operating results. As part bf our recycling
services, we process recyclable materials such as paper, cardboard, plastics, aluminum and other
metals for sale to third parties, generally at current market prices. All of these materials are subject
to significant price fluctuations, which are driven by general market conditions. Thesé price
fluctuations may affect our future operating income and cash fiows. Also, fluctuations in. fuel prices
and other.commodities used in our operations could have a material adverse effect on our financial
resuits..

We may be subject fo work stoppages, which could increase our operating costs and disrupt our
operations. As of December 31, 2004, approximately 29% of our workforce was represented by
various local labor unions. If our unionized workers were to engage in a strike, work stoppage or
other slowdown in the future, we could experience a significant disruption of our operations and an
increase in our operating costs, which could have a material adverse effect on us. In addition, if a
greater percentage of our work force becomes unionized, our busuness and financial results could
be materially adversely affected.

We may nol realize any or all of the expected benefits from our significant investment in the
development and implementation of our Excellence Driven Standards and Best Practices Program.
We have invested in the identification, development and implementation of best practice programs
intended to improve productivity, enhance the quality of our revenue collections and reduce costs.
We cannot guarantee that all or any expected improvements will materialize or have a positive effect
on operating results.
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The .outcome of litigation and. governmental proceedings could impact our liquidity. We are
currently involved in liigation and governmental proceedings related to the business. The timing and
outcome of the final resolution to these matters Is uncertain. The poss:bla resolution to these
matters could include judgements against us or settiements that could require substantial payments
that adversely affect our liquidity.

We are required to make accounting estimates and judgments in the ordinary course of business.
The accounting estimates and judgments we must make-in the ordinary course of business affect
the reported amounts of our assets and liabilities at the date of the financial statements and the
reported amounts of our operating results during the periods presented as described under “Critical
Accounting Judgments and Estimates”” above. Additionally, we are required to interpret the
accounting rules in existence as of the date of the financial statements when the accounting rules
are not specific to a particular event or transaction. If the underlying estimates are ultimately proved
to be incorrect, or if auditors or regulators subsequently interpret our application of accounting rules
differently, subsequent adjustments could have a material adverse effect on our operating resuits for
the period or periods in which the change is identified. Additionally, subsequent adjustments could
require us to restate our financial statements. Restating our financial statements could result in a
material change in our stock price.

The adoption of new accounting standards or interpretations could adversely impact our resulis of
operations. Our implementation of new accounting rules and interpretations or compliance with
changes in the existing accounting rules could. adversely. affect our balance sheet or results of
operations, or cause unanticipated fluctuations in our resuits of operations in future periods.

inflation and Prevailing Economic Conditions

Our objective is to be able to implement price increases sufficient to offset most cost increases
resulting from inflation. However, competitive factors have and may continue to require us to absorb
cost increases resulting from Inflation. As a result, we have been unable to implement price
increases sufficient to offset cost increases resulting from Inflation. Consistent with industry
practice, most of our contracts provide for a pass through of certain costs, including increases in
landfill tipping fees and, in some cases, fuel costs. We are unable to determine the future impact of a
sustained economic slowdown.

5.
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Item 7A. Quantitative and Qualitative Disclosures About:Market Risk

Interest rate risk. We are subject to interest rate risk on our variable rate long-term debt. To reduca
the risk from interest rate fluctuations, we enter into hedging transactions that have been authorized
pursuant to our policies and procedures. We do not use financial instmments for tradmg purposes
and are not a party to any ieveraged derivalives.

We have effectively converted a portion of our long-term debt, which required payment at variable
rates of interest; to fixed rate obligations through interest rate swap transactions. These transac-
tions required us to pay fixed rates of interest on notional amounts of principal to counter-parties.
The counter-parties, in turn, paid to us variable rates of interest on the same notional amounts of
principal. In addition, during 2003 we entered into interest rate swap contracts that convert fixed rate
debt to variable interast rates to effectively manage the percentage of our debt porticlio that has
fixed rate terms. Under these transactions, which were terminated in the fourth quarter of 2004, we
were required to pay variable rates on notional amounts of principal to counter-parties. The counter-
parties, in turn, paid to us the fixed rates of int'er’est on the same notional amount of principal

The followlng interest rate table summarizes the interest rate. swap that was in effect and Its fair
value as of December 31, 2004:

Notional Interest Underlying interest Fair Market

Principal . Maturity Paid "~ - ) Otligattans - Received - Value Liability
(In milliens) . BN L . {In millions )
-$250.0 March 2005 - 5.95% Term Loan Facility- ° LIBOR ${1.8)

Increases or decreases in shart-term market rates did not materially impact cash flow in 2004 as a
significant portion of variable rate debt had been swapped for fixed rates. At December 31, 2004,
with 79% of our debt fixed either directly or through interest rate swap agreements, we have
$1.6 billion of floating rate debt. If interest rates increased by 100 basis points, annualized interest
expense would increase by approximately $16.1 milllon ($9.7 million after tax).- This analysis does
not reflect the effect that interest rates would have on other items, such as new borrowings nor the
favorable impact declining rates would have on Interest expense and cash payments for interest.
See Notes 4 and 5 to our consolidated financial statements in this Form 10-K for addrhonal
information regarding how we manage interest rate risk.

Fuel prices. Fuel costs represent a significant operating expense. At our current consumption
levels, a one-cent change in the price of diesel fuel would affect our annual operating results by
approximately $0.4 miliion. Accordingly, a substantial rise or drop in fuel costs could result in a
material impact to our results of operations. Historically, we have mitigated this impact with fixed
price purchase contracts. Since a significant portion of these contracts expire in early 2005, we are
intiating a strategic change to implement fuel charges o appropriate customers that will vary with
the cost of fuel in addition to entering into new or renewed contracts when economically practical.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders o
Allied Waste Industries, Inc.: -

We have completed an integrated audit of Allied Waste Industries, Inc.'s 2004 consolidated financial
statements and of its internal control over financial reporting as of December 31, 2004 and audits of
its 2003 and 2002 consolidated financial statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Qur opinions, based on our audits, are
presented below.

Consolidated financial statements land financial statement-schedule

In our opinion, the consolidated financial statements listed in the accompanying index present fairly,
in all material respects, the financial position of Allied Waste Industries, In¢. {the “Company”} and
its subsidiaries at December 31, 2004 and 2003, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2004 in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinion,
the financial statement schedule appearing under Item 15 of Part iV of this Form 10-K presents
fairly, in all material respects, the information set forth therein when read in conjunction with the
related consolidated financial statements. These financial statements and financial statement
schedule are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements and financial statement schedule based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We belisve that our audits provide a reasonable basis for our opinion.

As discussed in Note 7 to the consolidated financial statements, the Company changed its method
of accounting for obligations assoclated with the retirement of long-lived assets and the associated
asset retirement costs as of January 1, 2003.

Internal control over financial reporting

Also, in our opinion, management's assessment, inciuded In Management's Report on Internal
Control Over Financial Reporting appearing under ltem 9A of Part Il of this Form 10-K, that the
Company maintained effective intemal control over financial reporting as of December 31, 2004
based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in ali material
respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all
material respects, effective intemal control over financial reporting as of December 31, 2004, based
on criteria established in Internal Control — Integrated Framework issued by the COSO. The
Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of intemnal control over financial reporting. Qur
responsibility is to express opinions on management's assessment and on the effectiveness of the
Company's internal control over financial reporting based on our audit. We conducted our audit of
internal control over financial reporting in accordance with the standards of the Public Company
Accounting Oversight Board (United States ). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether effective intermal controf over financial report-
ing was maintained in all material respects. An audit of internal control over financial reporting
includes obtaining an understanding of intemal control over financial reporting, evaluating
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management's assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing. such other procedures as we consider necessary in the circum-
stances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonabie
assurance regarding the reliability of financial reporting.and the preparation of financia! statements
for external purposes in accordance with generally accepted accounting principles. A company’s
internal control over financlal reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detzil, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements. '

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectlveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree °
of compliance with the policies or procedures may deterforate.

/s f PricewaterhouseCoopers LLP
Phoenix, Arizona :
February 18, 2005
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ALLIED WASTE INDUSTRIES, INC. \,_/

CONSOLIDATED BALAN_CE SHEETS
{In millions, except per share amounts)

: December 31,
! 2004 - - 20D3
ASSETS
Current Assets —
Cashandcashequivalents................coiiiviinenirinnn.. e $ 680 $ 4447
| Accounts receivable, nat of allowance of $17.0and.$22.4 .. ............ 668.4 651.3
| Prepaid and othercurrent assets ..... ..o iiiiiiiianiiiiininees : 81.9 - 108.8
Deferred income taxes, net.................... aereaees Taeenaaaraes 1043 B0.8
Total CUITNt ASSEtS ..\ ..o iueeeneenrnenneenne. P SR 9226  1,2856
Property and equipment, net ................ U e i, 41299  4,0189
GoodWill ...ttt 8,202.0 8,313.0
Otherassets, net...................... f e te e e iereamaeeeian e aan 239.4 243.4
Total BSOS «.\uveeieeeriiiie e aiea s, PR $13,493.9 $13,860.9
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabitities —
Current portion of long-term debt . . ... ... i $ 3278 § 2496
Accounts payable . ... ... et 582.8 4775
Current portion of accrued capping, closure, post-closure and . )
environmental CoStS .. .. .. ... i i cr e ey 95.0 95.2
Accruad interest. .. ... .. e e 140.3 1741
Other accrued liabilities . ......... ..oiiiiii i i 390.1 352.6
Uneamed revenUe ... ....ovenr it iiiiriee i it aeeitssnncaaatnnnnaaanas 220.7 218.8
Total current fiabilities . ...... ... .o i 1,756.7 1,567.8
Long-term debt, less current portion ..............coiiiiiiiii i 7.420.2 79845
Deferred incoma taxes ...t i e e eaaans 207.7 128.5
Accrued capping, closure, post-closure and environmental costs, less
CUITENt POMHON . e eeeic e earaaaenn 839.0 790.1
Other long-term obligations ....... .. ... ittt i 656.4 872.3
Commitments and contingencies
Stockholders’ Equity —
Series C senior mandatory convertible preferred stock, $0.10 par value,
6.9 million shares authorized, issued and outstanding, liquidation
preference of $50.00 per share, net of $12.0 miliion of issuance costs 333.1 3331
Common stock; $0.01 par value; 525 million authorized shares;
| 317.5 million and 320.1 million shares issued and outstanding......... 3.2 3.2
Additional paid-incapital ... ... - 2,338.0 23185
Accumulated other comprehensive 1I08s ............coiiiiiiiiinnan, .. (69.4) (94.5)
Retained deficit ..........ccoiiiiiiin i e et — (42.6)
Total stockholders equity ... 2,604.9 2,517.7
Total liabilities and stockholders' equity ........coovveiivieiniainan, $13,493.9 $13,860.9

The accompanying Notes to Consolidated Financial Statements are
an integral part of these financial statements. sy
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ALLIED WASTE INDUSTRIES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
- (In millions, except per share amounts)

§ (242)

The accompanying Notes to Consolidated Financial Statements are

an integral part of these financial statements.

71

Years Ended December 31, .

_ . 2004 2003 2002
RBYEMUES ..« enueeenteenneeens e et eaataaaneenreanass $5362.0 $52477 $5190.8
Cost of operations {exclusive of depreciation and amortization :

shownbelow) ...................... temrrrriereeacenereei-. 83,3748 3,190.1 3,039.1
Selling, general and administrative expenses.............. . 541.5 476.9 4627
Depreciation and amortization .......... ... .. oiiiiL.s 5598.3 546.0 478.5
Non-cash gain on divestiture of assets ....................... — —_— (9.3)

Operating INcemME . ....ooviii it it ereie e B86.4 11,0347 1,219.8
Interest expenseandother ..., - 7589 832.9 854.0

Income before incometaxes.............coviiiiiiiiin.. 127.5 201.8 365.8
Income tax expense ........ S e eaaraieaaeaas 722 . 887 165.6
Minority interest . ... ... (2.7) 1.9 1.9

Income from continuing operations . ........ .. ... . ... .. 58.0 1112 198.3
Income (loss) from discontinued operations, net of tax........ ) (8.7)- .(11.5) 16.8
Cumulative effect of change in accounting principle, net of tax. . — 29.0 —_

Netincome. ...l 49.3 128.7 2151
Dividends on prefarred stock .....c.oiiiiii i e (21.6) (95.6) (77.9)
Non-cash conversion of Series A preferred stock ............. — {496.6) —_

Net incoms (loss) available to common shareholders ....... § 277 §$(4635) § 1372
Basic EPS: - :

Continuing operations . . ... ..cooviin e iiiieiiaae e $ 012 % (236)-% 063
Discontinued operations ... ......uvrvreiirreenerrinnneenseas (0.03) {0.05) 0.09
Cumulative effect of change in accounting principle............ — 0.14 | -

Net income (loss) avalilable to common shareholders ....... $ 009 $ (227) § 072
Weighted average common shares . ............coiiiiinaaa.. 315.0 203.8 190.2
Diluted EPS: ‘ :
Continuing operaions . .......c.oviiii i “ee. $ D11 § (236) § 062 -
Discontinued operations ...........voeiiiiiieii e (0.02} (0.05) 0.09
Cumulative effect of change in accounting principle............ — 014 —

Net income (loss) available to common shareholders ....... $ 009 §$ (227) § oM
Weighted average common and common equivalent shares . . .. 319.7 203.8 193.5
Pro forma amounts, assuming the change in accounting

principle is applied retroactively and excluding the cumulative

effect of change in accounting principle in the year of

adoption:

Net income (loss) avallable to common shareholders ................. $ (4925) $ 1252

Basic net income (loss) pershare.........................ol .. $ (242) 3 0.66

Difuted net income (loss) pershare .................. feerareaaa P $ 065
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ALLIED WASTE INDUSTRIES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance as of December 31,2007...................0
Common stock issued, .net ................cc0euel.
Stock optiohs, net ... e
Dividends declared on Series A senior convertible
preferred =3 e v
11 ) T ) T
Cther comprehensive income, net of tax:
Net gain deferred on hedging derivatives ..........
Net loss on hedging derivatives reclassified to
BAMINGS - ovvvrrrnrerirasnierrrissseaironacnnns
Minimum pension liability adjustment ..............

Balance as of December 31, 2002..........coeeeennen.

Cormmon stock issued, net
Stock options, net ...
Dividends declared on Series A senior convertible
preferred stock . ... e
Issuance of Series C mandatory convertible preferred
SOCK Ll i ieeaaae
Dividends paid on Senes C mandatory convertible
preferred stock ... .. ..o e

Other comprehensive income, net of tax:
Net gain deferred on hedging derivatives ..........
Net loss on hedging derivatives reclassified to
(=% s -
Minimum pension lability adjustment ..............

Balance as of December 31, 2003.....................

Common stock issued, net ........coivviiiviiiiinins
Stockoptions, net ...l
Dividends paid on Series C mandatory convertible
preferred stock ...........ccociiiiiiiinii
Netincome . .....ovvieiirei i iaeas SR
Other comprehensive income, net of tax:
Net gain deferred on hedging derivatives ..........
Net loss on hedging derivatives reclassified to
=2 14511100
Minimum pension llability adjustment ..............

Balance as of December 31,2004 .....................

Comprehenslve Income —

Other comprehensive income, net of tax:

Net gain deferred on hedging demVatVES . ...........vrrreurieenrrnnnnireeeetereereerseeesesseans

Net loss on hedging derivatives reclassified to earnings

Minimum pension llability adjustment . ... ..o i e e

{in millions)

. . Accumuiated
Series C Additional Other Total
Preferred Common Paid-ln Comprehensive Retained Stockholders’
Stock Capital Loss Deficit Equity
§ — $2.0 $1,055.3 § (85.1) $(386.4) § 585.8
— — 6.6 —_— — 3
— - 56 —_ — 56
— — {77.9) — — (77.9}
—_— — — — 2151 2151
— — -_— 7.4 —_— 74
- — - 213 — 213
- = - (74.8) — {74.8)
5 — $20 $ 989.6 $(131.2) ${171.3) § 689.1
§ — $1.2 $1,415.8 $ - § - $1.417.0
—_ — 8.7 — — 87
— —_ ©(80.0) — — (80.0)
333.1 — —_— — — 33341
— — {15.6) — — - {15.8)
— — — —_ 128.7 128.7 ‘
— — — 18.8 — 18.8 \,
— — — 139 — 139
— e . — 4.0 — 4.0
$333.1 $32 $2,318.5 $ (94.5) § (42.6) s2510.7
5 — §— $ 203 5 - $§ - § 203
—_ — 14.1 _ — 14.1
— — (14.9} — {6.7) {21.6)
— — — — 49.3 49.3
— — —_ 18.2 —_ 18.2
— — — 43 — 43
— = _— 2.6 — 2.6
$333.1 332 $2,338.0 $ (69.4) $§ - $2,604.9
Years Ended December 31,
2004 2003 2002
$49.3 §128.7  §2151
18.2 18.8 T4
........................................... 43 138 213
2.6 40 (74.8)
$74.4  $165.4  $169.0

The accompanying Notes to Consolidated Financial Statements are

an integral part of these financial statements.
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ALLIED WASTE INDUSTRIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
. (In millions)

" Years Ended December 31,

2004 2003 2002
Operating activities — . K ‘ L
L1 [=2 8 L e £ PR $ 493 $ 1287 $ 2151
Discontinued operations, netof tax ..............cooiiiiiiemiin.., 8.7 115 . {16.8)
Adjustments fo reconcile net income to cash provided by opérating
activities from continuing operations —
Provisions for:
Depreciation and amortization ........... ..o ieiiiiiiiiei e, 559.3 546.0 478.5
Non-cash gain on divestiture of assets . ........................... — — {92.3)
Doubtful acooUMS .. ... e e 18.6 236 17.0
Accretion of debt and amortization of debt issuancacosts .......... 27.0 e 432
Deferredincome tax ........o.iiiiinedniiiiiinseinsaiianinenaa. 45.9 70.6 1471
Gainonsaleof fixed assets......o.ovieiiiii i e (4.9) _— {5.8)
Non-cash reduction in acquisition accruals ........................ (11.9) (11.2) (10.7)
Non-cash gain on non-hedge accourting interest rate swap
COMACES ...\ vvriiraierie i innancaraenansn e, (16.2) (48.1) (24}
Amortization of accumulated other comprehensive loss for de-
designated interest rate swap contracts ...............coiui, . 6.7 231 354
Write-off of deferred debt issuancecosts... ... ... ... ..oill 264 61.0 138
Non-cash portion of realignment and executive departure costs ... .. 17.4 —_ —
Cumulative effect of change in accounting principle, net of tax ...... ) — (28.0) —
Change in operating assets and liabilittes, excluding the effects of
purchase acquisitions —
Accounts receivable, prepaid expenses, and other assets........... (36.8) (24.3) 451
Accounts payable, accrued Eabilities, unearned revenus, stock op’aun
taxbansfitsand other ... .. ..o i 1.9 31.0 60.6
Capping, closure and pest-closure provision and accretion ........... 430 - 443 70.5
Capping, dlosure, post-closurs and environmental expenditures . . ... .. (90.4) (75.1) (104.7)
Cash provided by operating activities from continuing operations ...... 650.0 783.9 976.6
Investing activities —
Cost of acquisitions, netofcashacquired ...l l {21.5) {63.4) {51.4)
Proceeds from divestitures, net of cash divested . .................. 517 3134 B2.6
Proceeds from sale of fixed assets .._....... ... ... ..., 1.0 175 28.6
Capital expenditures, excluding acquisitions ....................... {582.9) {491.8) (536.3)
Capitalized Interest ......... ... ..o {13.0) . {187) (20.6)
Change in deferred acquisition costs, notes recelvable and other . . 10.8 (84)  (224)
Cash used for investing activities from continuing operations.......... {537.9) (248.4) (519.5)
Financing activities —
Net proceeds from sale of Series C preferred stoek .. ......ovevents — 333.1 —_
Proceeds from long-term debt, net of issuance costs............... 3,082.8 3,037.1 1,044.3
Repayments of long-termdebt,......... ..o, (3,609.1) (3,754.68) (1,447.5)
Payments of Series C preferred stock dividends ................... {21.6) (10.2) —_
Change in disbursement account .......... ... .. .. oo, 53.8 10.5 (87.1)
Net proceeds from sale of common stock, exercise of stock options
E=T4%e fe 1 = 5.1 984 28
Cash used for financing activities from continuing operations ......... (489.2) (285.7) {487.5)
Cash provided by discontinued operations........................... : 04 15.5 52.2
(Decreasa) increase in cash and cash equivalents............. S {376.7) 2653 - 21.8
Cash and cash equivalents, beginningof year ....................... 4447 179.4 157.6
Cash and cash equivalents, endof year............................. $§ 680 § 4447 § 1794

The accompanying Notes to Consolidated Financial Statements are

an integral part of these financial statements. .
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ALLIED WASTE INDUSTRIES, INC. s
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Orgénizaﬁon and Summary of Significant Accounting Policies

Allied Waste Industries, Inc., (Allied, we or the Company}, a Delaware corporation, is the second
largest, non-hazardous solid waste management company in the United States, as measured by
revenues. We provide non-hazardous waste collection, transfer, recycling and disposal services in
37 states geographically identified as the Atlantic, Great Lakes, Midstates, Mountain, North Central,
Northeast, Pacific, Southsast and Southwest regions of the United States.

Principles of consolidation and presentation —

. The consolidated financial statements include the accounts of Allied and its subsidiaries and
complies with Financial Accounting Standards Board (FASB) Interpretation No. 46 (revised
December 2003) (FiIN 46). All significant intercompany accounts and transactions are eliminated in
consolidation.

Certain reclassifications have been mads to the prior perlod financial statements to conform to the
current year presentation.

Discontinued operafions —-

During 2003, we determined that certain operations that were divested cor held for sale as part of our
divestiture plan that was launched in early 2003 were discontinued operations. In- addition, at »
December 31, 2003, we held for sale certain operations in Florida which we sold in 2004. \’

Operations sold in 2004 and 2003 reported as discontinued operations include businesses In South
Carolina, Georgia, Colorado, New Jersey, Virginia and Florida. We received net proceeds of
$291.7 million {$41.7 million-in 2004 and $250.0 million in 2003) from the transactions which was
used to repay debt. '

The accompanying consolidated financial statements and notes reflect the results of operations,
financial position and cash flows of these operations as discontinued .operations. Following is a
summary of the assets held for sale and dlsconhnued operations on the consolidated balance sheet
at December 31, 2003 (in millions):

Decezfgfhsrm,

Accounts receivable, N8t .................... e e $ 4.1,

Other.current assets ... ... et e e e iianeaenaiaeeaaees 7 24

Property and equipment, net. ... ... ... .. ... ..... P, e 92

Qther long-term assets................... e aeueieeaeeaeieeieiiaaeaaaa, _28.6

Total @SSeLS . ..o enn it e : ﬁ

: CUFFBNE BADIIIOS . . .. .. e eee et et et et et e e ete s eae e e eaene e e e $ 38
| Total Habilfties . ................ccouuneemuinaenenn. et e e-- $.88

! Amounts related to assets held for sale on the balance sheet are included in other current assets,
other long-term assets and other accrued liabllities. Excluded from the balances at December 31,
2003 are amounts related to the operations that were sold prior to December 31, 2003. There were
no assets held for sale at December 31, 2004. : T
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[ ALLIED WASTE INDUSTRIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Resuits of operations for the discontinued operations were as follows {in millions):
For the Year Ended December 31,

2004 2003 2002
Revenues .................c.ooivintt R $13.4 $252.7 $326.5.
Income (loss) beforefax.........cvviiiiiririiiiiaeninennnn. $(3.3) § 288 $ 28.0
Gain {loss) on divestiture .......... T, v 4.7 (28.8) —
Income tax eXpense........ c.eu.ent O 10.1 11.7 11.2
Cumulative sffect of changse in accounting principle, net of tax. ... — 0.2 —
Discontinued operations, netof tax..............cooviiain... $(8.7) $(11.5) $ 16.8

The assets divested or held for sale, including goodwill, were adjusted to the iower of carrying value
or fair value. Fair value was based on the acal or anticipated sales price. included in the results for
discontinued operations for the year ended December 31, 2004 is a gain of approximately
$1.8 million ($8.5 million loss, net of tax) for the assets, including $28.1 million of goodwill, divested
during the period. Also included in the results for discontinued operations for the year ended
December 31, 2004 is a gain of $2.9 million {$1.7 million gain, net of tax) as a result of purchase
price adjustments. Included in the results for discontinued operations for the year ended Decem-
ber 31, 2003 is a loss of approximately $28.8 million ($29.0 million loss, net of tax) reflecting the
adjustment to fair value for these operations. Included in the pre-tax loss recorded in 2003 was
approximately $172.8 million of goodwill that was allocated to the divestitures, net of gains recorded

. 1 for assets sold for which proceeds exceeded book value. A portion of the goodwill aliocated to the
operations soid in 2004 and 2003 was non-deductible for tax purposes. Certain of the operations
divested in 2003 or held for sale were sold pursuant to a stock sale agreement. We had additional
tax basis in the stock of these operations, which previously could not be recognized under
Statement of Financlal Accounting Standards (SFAS) No. 109, Accounting for Income Taxes. The
divestitures and expected utilization of the resulting capital loss for tax purposes allowed us to
record a tax benefit that partially offset the impact of the non-deductible goodwill in 2003.

in accordance with Emerging issues Task Force (EITF) Issue No. B7-24, Allocation of Interest to
Discontinued Operations, we allocate interest to discontinued operations based on a ratio of net
assets to be sold or soid to the sum of consolidated net assets plus consolidated debt. We do not
allocate interest on debt that is directly atfributable to other operations outside of the discontinued
operations. For the year ended December 31, 2004, 2003 and 2002, we ailocated $0.4 million,
$4.9 milion, and $8.2 million, respactively, of interest expense to discontinued aperations.

Non-cash (gain) loss on divestiture of assets —

In October 2002, we sold collection operations for net proceeds of approximately $77.5 mililion. This
transaction was not presented as a discontinued operation. The carrying value of the assets sold
was approximately $68.2 million at the time of the sale. In connecticn with the sale we recorded a
nor-cash gain of approximately $9.3 milion ($8.2 million loss, net of income tax expense).
Approximately §45 million of the carrying value of the assets sold was goodwill of which approxi-
mately 76% was non-deductible for tax purposes. Revenues and net operating income of the soid
operations represented approximately 1% of our consolidated revenue and net operating income for
the period prior to the sale during 2002.

The assets were held for use and were not previously impaired based on the criteria and analysis
under SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS 144).
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Business combinations —

All- acquisitions in 2004, 2003, and 2002 were accounted for under the purchase method and are
reflected in our results of operations since the effective date of the acquisition. Under the purchase
method, we allocate the cost of the acquired business to the assets acquired and liabilities assumed
based upon their estimated fair values. These estimates are revised during the allocation period as
necessary when, and If, information regarding contingencies becomes available to further define
and quantify assets acquired and liabiilties assumed. The allocation period generally does not
exceed one year. To the exient contingencies are resolved or settled during the allocation period,
such ftems are included in the revised allocation of the purchase price. Purchase accounting
adjustments, acquisition related costs and other possible charges that may arise from the acquisi-
tions may materially impact our future consolidated balance sheets and statements of operations.

The followlng table summarizes acqu!sltions for the three years ended December 31:
: 2004 2003 2002

Number of businesses acquired ....... S e e 17 17 13
Total consideration (in milions) ................... s e $27.7 $60.5 $55.4

The pro forma effect of these acquisitions, individually and collectively, was not material.

Realignment —

In the fourth quarter of 2004, we realigned our field operations. We previously managed our
operations through four geographlc operating areas. Each area was responsible for managing
several vertically mtegrated operations, which were comprised of regions and districts:. We elimi-
nated the four gecgraphic areas, reduced the number of regions by three, from twelve to nine, and
realigned certain. districts. These actions reflect our on-going efforts to maximize efficiency and
improve effectiveness by reducing costs and improving communications. As a result of these
actions, severance and other costs are expected to be less than $5 million, of which $2.4 million was
expensed in the fourth quarter of 2004 and the remainder is expected to be expensed in 2005.

Cash and cash equivalents —

We use a cash management system under which our book balance reflects a credit for our primary
disbursement account. This amount represents uncleared checks which have not been presented to
our bank by the end of our reporting period. Our funds are transferred as checks are presented. At
December 31, 2004 and 2003, the book credit balance of $124.3 million and $70.5 million,
respectively, in our primary disbursement account was reported in accounts payable. We consider
any liquid investments with an original maturity of three months or less to be cash equivalents.
Amounts are stated at quoted market prices.

Concentration of credit risk —

Financial instruments that potentiaily subject us to concentrations of credit risk consist of cash and
cash equivalents and trade receivables. We place our cash and cash equivalents with high quality
financial institutions and manage the amount of credit exposure with any one financial institution.
Concentrations of credit risk with respect to trade recelvables are limited due to the iarge number of
customers comprising qur customer base.
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Receivable realization allowance —

We provide services to approximately 10 million customers throughout the United States. We
perform credit evaluations for our significant customers and establish a receivable realization
allowance based on the aging of our-receivables, payment performance factors, historical trends
and other information. In general, we reserve 50% of those recefvables outstanding 90 to 120 days
and 100% of those outstanding over 120 days. We also review outstanding balances on an account
specific basis, fully reserving the receivable prior to 120 days if information becomes available
indicating we will not receive payment, and consider the recoverability of written-off accounts. Qur
reserve is evaluated and revised on a monthly basis. In addition, we reserve a portion of revenues
as a sales valuation allowance. We measure this allowance based on our historical analysis of
revenue reversals and credits issued after the month of billing. Revenue reversals and credits
typically relate to resolution of customer disputes and billing adjustments. The total allowance as of
December 31, 2004 and 2003 for our continuing operations was approximately $17.0 million and
$22.4 million, respectively. ' '

Other assets —

The following table shows the balances included in other assets as of December 31 (In millions):
- . ' : 2004 2003

Deferred financing costs..................... e ieeaanreraane. P $922 $1035
Landfill CloSUre GEPOSIES . ... vev ettt ee s eeien e e e e e e e e 28.6 28.1
Notes receivable ........... ettt eaea i eiraaaens 16.0 131
Deferred contract costs ... ..o i e e ens 4.4 44
Assets held for sale and discontinued operations {see Note 1)............... —_— 37.8
Other ....... e O 98.2 £6.5
Total..............oovennel et i, e i, erene.. 92394 $2434

Upon funding of debt offerings, financing costs are capitalized and amortized using the effective
interest. method over the term of the related debt. Financing costs that are deferred represent
transaction costs directly atiributable to obtaining financing. In 2004 and 2003, we wrote off
$26.4 million and $61.0 million, respectively, in deferred financing costs in connection with the
repayment of debt before its maturity date. '

Deferred contract costs are certain ditect and incremental costs related to specific long-term
revenue producing contracts, such as costs to obtain permits or licenses, external consultant costs,
or container delivery costs to begin service. Deferred contract costs are recognized as operating
expense over the period of benefit and are periodically reviewed for realization.

Other accrued liabilitias —

At December 31, 2004 and 2003, respectively, other accrued liabilitles include acerued insurance of
approximately $87.6 million and $84.4 million, accrued payroll of $81.7 million and $74.6 million,
accrued income taxes payable of approximateiy $51.5 million and $18.1 million, the current portion
of non-recurring acquisition accruals of approximately $25.0 million and $18.1 million and other
miscellaneous current liabilities.
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Accrued capping, closure and post-closure costs —

Accrued capping, closure and post-closure cosis represent an estimate-of the present value of the
future obligation incurred associated with -capping, closure and post-closure monitoring of non-
hazardous solid waste landfills we currently own and/or operate. Site specific capping, closure and
post-closure engineering cost estimates are prepared annually for landfilis owned and/or opsrated
by:us for which we are responsible for capping, closure and post-closure. The present value of
estimated future costs are accruad on a per unit basis as landfill disposal capacity is consumed. For
activa landfills, the impact of changes determined to be changes in estimates, based on the annual
update, are accounted for on a prospactive basis. Changes in estimates for closed landfill sites and
fully incurred capping projects are recognized when determined. :

Environméntal costs —

We accrue for costs associated with environmental remediation obligations when such costs are
probable and can be reasonably estimated. Such accruals are adjusted as further information
deveiops or circumstances change. Costs of future expenditures for environmental remediation
obligations are not discounted to their present value, as the timing of cash payments can rict reliably
be determined. Recoveries of environmental remediation costs from other. parties are recorded
when their receipt is deemed probable. Environmental liabilities and apportionment of responsibility
amonyg potentially responsible parties are accounted for in accordance with the guidance provided
by the American institute of Certified Public Accountants Statement of Position 96-1, Environmental
Remediation Liabilities. ' '

Self-Insurance —

We are partially seif-insured for commercial general liability, automobiie liability and workers'
compensation insurance and.are fully seff-insured for employee group health claims. Deductible
levels for general liability, automobile liability and workers' compensation are between $1 million and
$3 million. The deductible portion of the general, automobile and workers' compensation Hability for
unpaid claims and associated expenses, including claims. incurred but not reported, is determined

using actuarial valuations provided by a third party. We use a third party administrator to track and

evaluate actual claims experience for consistency of data used in the annua) actuarial valuation. We
estimate our fiability for incurred but not reported employee health claims based on our most recent
experience with claims paid, including an estimate of incurred but not reported claims (IBNR). In the
fourth quarter of 2004, our analysis of IBNR reflected an acceleration of claims processing that
resulted in a $10 million reduction in our- IBNR estimate and related expense for the period. Qur self-
insurance liabilities are recorded on an undiscounted basis. '
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The following tables show the activity and balances related to accrued self-insurance for the year

ended December 31, (in millions):
S 2004 2003'"

Balance at beginning of year .................. e e $1935 §$146.2
EXPENSE IMCUITEH . . ... ee et enets e e e et et e e e annae e e eneenns 2326  257.3
Claims paid for current year program. .........c.iiiiiiiiriernrntnranreesan {163.2) (176.0)
Claims pald for prior years’ program ...............cooooiiiieeaeeveenae.... _(534) _(34.0)
Balance atend of year ... ... i e e $209.5 §1935

Less: eurrent portion.......... S LRSI N S {77.5) _{78.0)
' ' I ' $132.0 §115.5

'} Amounts exclude premium related balances, expenses and payments.

Other long-term obligations —

At December 31, 2004 and 2003, respectively, other long-term obligations include accruals for
contingencies, primarily related to tax matters (see Note 13) of $315.7 million and $462.5 million,
seif-insurance obligation of $132.0 million and $115.5 million, the non-current portion of non-
recurring acquisition accruals of $99.6 million and $136.0 million, net pension liability of $11.4 million
and $15.1 million (see Note 8), minority interest in consolidated subsidiaries of $3.2 million and
$8.3 million, derivative liabilities for interest rate swap contracts of $1.8 million and $46.5 million
(see Note 5), and other obligations of $92.7 million and $88.4 million.

Contingent liabilities —

We determine whether to disclose and accrue for contingent liabifities based on an assessment of
whether the risk of loss is remote, reasonably possible or probable and can be reasonably
estimated in accordance with SFAS No. 5, Accounting for Contingencies. We provide for expenses
associated with contingent liabilities when such amounts are probable and can be reasonably
estimated. We are subject to various legal proceedings, claims and regulatory matters, the
outcomes of which are subject to significant uncertainty. We analyze our fitigation and regulatory
matters based on available information to assess the potential liability. Management's assessment
is developed in consultation with outside counsel and other advisors and is based on an analysis of
possible outcomes under various strategies. ‘

RARevenue —

Our revenues result primarily. from fees charged to customers for waste collection, transfer,
recycling and disposal services. We generally provide collection services under direct agreements
with our customers or pursuant to contracts with municipalities. Commercial and municipal contract
terms generally range from one to five years and commonly have renewal options. Our landfill
operations inciude both company-owned landfills and landfills that we operate on behalf of

. municipalities and others.

Advance billings are recorded as unearned revenus, and revenue is recognized when services are
provided, usually within 90 days.
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Loss contracts —

We review our revenue producing contracts in the ordinary course of business to determine if the
estimated direct costs, exclusive of any fixed costs, to service the contractual arrangements exceed
the ‘estimated revenues expected to be produced by the contract. Any resulting excess dlrect costs
over the life of the contract are expensed at the time of such determmaton

Non-recurring acquisition accruals —

At the time of an acquisition accounted for under the purchase method of accounting, we evaluate
and record liabilities to represent our estimate of fair value. Assumed fiabilities are considered in the
allocation of purchase price and goodwill valuation. Liabilities related to restructuring and abandon-
ment activities, loss contracts or changes in estimates of environmental, litigation and regulatory
compliance costs are charged to expense in the period in. which the acquisition is completed. Any
subsequent changes to these estimates are also charged to expense in the same line item as the
originat charge was recorded. At December 31, 2004 and 2003, we had approximately $124.6 million
and $154.1 million, respectively, of non-recurring acquisition accruals remaining on our consolidated
balance sheets; consisting primarily of loss. contract, litigation, insurance [abllities and other
commitments associated with the 1999 acquisition of Browning-Ferris Industries, Inc. (BFI1).
Expenditures against non-recumng acquisition aceruals in 2004 and 2003 were $30.0 million.and
$41.5 million, respectwery . . .

Interest expense and other —

Interest expense and other includes interest paid to third parties for our debt obligations (net of
amounts capitalized ), cash settlement on interest rate swap contracts, interest income, accretion of
debt and amortization of debt issuance costs, costs incurred to early extinguish debt, non-cash gain
or loss on non-hedge accounting interest rate swap contracts and the amortization of accumulated
other comprehensive loss for de-designated interest rate swap contracts.

Interest expense cap.vtahzed —

We capitalize interest in connection with the ‘Gonstruction of our landfill assets. Actual acquisition
permitting and construction costs incurred related to landfill assets’ under active development qualify
for interest capitalization. Interest capitalization ceases when the construction of a Iandﬁll asset is
complete and available for use.

During the years ended December 31, 2004, 2003 and 2002, we incurred gross interest expense

(including payments under interest rate swap contracts) of $601.2 million, $742.0 million and
$794.6 million of which $13.0 million, $15.7 million and $20.6 million was capitalized.
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Stafements of cash flows —

The supplemental cash flow dlsclosures and non-cash transactions for the three years ended
December 31 are as follows (in mlllions)

- 2004 2003 - 2002

Supplemental Dlsclosures — _

Interest paid (net of amounts caprtallzed) ....................... $620.2 $726.8 §$7805

Income taxes paid, netof (refunds)........................oo.L 36.6 40.0 (7.4)
Non-Cash Transactions —

Debt incurred or assumed in acquisitions ........................ $ — § 30 § —

Liabilities incurred or assumed in acquisitions . ................... 1286 13.9, 6.0

Capital lease obligationsincurred . ................... ... ...l 46 8.0 6.7
- Dividends on preferred stock ......................... e U 54 80.0 779

Conversion of Series A preferred stock................. ... ..., —  496.6 —_

Use of estimates —

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosures of contingent assets and fiabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting periods.
Although we believe that our estimates and assumptions are reasonable, they are based upon
information presently available and assumptions about the future, Actual results rnay differ signifi-
cantly from the estimates.

Falr_\‘ralue of financial instruments —

The following disclosure of the estimated fair value of financial instruments is made in accordance
with the requirements of SFAS No. 107, Disclosures About Fair Value of Financial Instruments
(SFAS 107). Our financial instruments as defined by SFAS 107 include cash, money market funds,
accounts receivable, accounts payable, long-tetm debt and derivatives. We have determined the.
estimated fair value amounts at December 31, 2004 using available market information and valuation
methodologies. . Considerable judgment Is requited in interpreting market data to develop the
estimates of fair valus. Accordingly, our estimates of fair value may not be indicative of the amounts
that could be realized in a current market exchange. The use of different market assumptions or
vafuation methodologies could have a material effect on the estimated fair value amounts.

The carrying value of cash, money market funds, accounts receivable and accounts payable
approximate fair values due to the short-term maturities of these mstruments (See Notes 4 and 5
for fair value of debt and derivative mstruments) -

Stock-based compensation plans —

We account for our stock-based compensation plans under Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employses (APB 25) and the related interpretations, under
which no compensation cost is recorded in the statement of operations for the estimated fair value
of stock options issued with an exercise price equal to the fair value of the common stock on the
date of grant. Accordingly, during the last three years, we have recorded no compensation expense
for stock options granted to employees. SFAS No. 123, Accounting for Siock-Based Compensation
(SFAS 123), as amended by SFAS No. 148, Accounting for Stock-Based Compensation — Transition
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and Disclosure, requires that companies that do not elect to account for stock-based compensation
as prescribed by this statement disclose the pro forma effects on eamings and gamings per share
as if SFAS 123 had been adopted. =

If we applied the recognition provisions of SFAS 123 using the Black-Scholes option-pricing model,
the resulting pro forma nst income (loss) available to common shareholders, and pro forma net
income (loss) avallabie to common shareholders per share is as follows (In millions, except per
share data):

For the Years Ended December 31,
2004 2003 2002
Net income (loss) avallable to common shareholders. as
=7 ¢ e g T $27.7 $(4635) §137.2
Total stock-based employee compensation expense determined o
under fair valus based method, netoftax..................... (7.0) (8.5) {13.6)

Net income (loss) available to common shareholders, pro forma  $20.7 §(473.0). $1236

Basic earnings (loss) per share:

Asreported ... ... $0.09 $(227) $ 072
L £ I8 (1 11 - .. 007 (2.32) 0.65
Diluted earnings (loss) per share . : ) - -
Asreported ..., - 5009 - § (227) .% 071
Proforma...................... e, e eeeas 0.06 . (2.32) 0.64

In accordance with SFAS 123; the fair value of each option grant has been estimated as of the date
of grant using the Black-Scholes option pricing model with the followmg weighted average
assumptions:

.For the Years Ended December 31,

_ 2004 2003 2002
Risk free interest rate .............oeviiiiieiieeniniie e 3.1% 2.7% 2.6%
Expected life ....................oiiel. e remceeneeaaan .. 4Ayears 4 years 4 years
Dividendrate.........ciiiiii i i i e e 0% 0% 0%
Expected volaﬁlity .................................. e 58% 2% 66%

Additionally, see below for discussion of SFAS No. 123 (revised 2004), Share-Based Payment
(SFAS 123R) and Note 11 for other disclosures with respect to stock compensation.

Recently issued accounting pronouncements —

In October 2004, the EITF reached a consensus on EITF Issue No. 04-08, Accounting Issues Related
to Certain Features of Contingently Convertible Debt and the Effect on Diluted Earnings Per Share
(EITF 04-08). EITF 04-08 requires contingently convartibie securities to be included in the diluted
eamnings per share calculation, if dilutive, regardless of whether the contingency has been met.
EITF 04-08 is effective for reporting periods ending after December 15, 2004 and requires prio'r
periods to be restated. EITF 04-08- has required us to include our $230 million 4.25% senior
subordinated convertible debentures due 2034 which were Issued In April 2004 in our caleulation of -
diluted eamnings per share, if dilutive. {See Note 12). .
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in April 2004, the FASB issued FASB Staff Position (FSP) No. 129-1, Disclosure Requirements
under FASB Statement No. 129, Disclosure of Information about Capital Structure, Relating to
Contingently Convertible Securities (FSP 129-1). FSP 129-1 requires disclosure of the significant
terms or conditions under which contingently convertible securities are convertible. The required
disclosures are reflected in the notes to the consolidated financial statements.

In March 2004, the EITF finalized its consensus on EITF Issue No. 03-8, Participating Securities and
the Two — Class Method under FASB Statement No. 12B, Earnings per Share, (EITF 03-06).
EITF 03-086 clarifies what constitutes a participating security and requires the use of the two-class
meathod for computing basic eamings per share when participating convertible securities exist.
EITF 03-06 applied to our Series A Senior Convertible Preferred Stock that was converted to common
stock during 2003.and is effective for reporting periods beginning after March 31, 2004. However,
EITF 03-06 had no impact on our determination of eamings per share in the current or prior periods.

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003)
Consolidation of Variable Interest Entities (FIN 46R). FIN 46R requires unconsclidated variable
interest entities to be consolidated by their primary beneficiaries. FIN 46R was efiective for periods
ending after December 15, 2003 for public companies. As of December 31, 2004 and 2003, we had
no material variable interest entities requiring consolidation under FIN 46R,

In December 2004, the FASB issued SFAS No, 123 (revised 2004), Share-Based Payment.
SFAS 123R requires us to measure the cost of employee services received in exchange for an
award of equity instruments based on the grant-date fair value of the award. The cost of the
employee services is recognized as compensation cost over the period that an employee provides
service in exchange for the award. We are currently evaluating the adoption alternatives and expect
to complete our evaluation during the third quarter of 2005. If we adopt SFAS 123R under the
modified prospective method, the 2005 impact would be to decrease income from continuing
operations by approximately $2.5 milllon, or less than $.01 per diluted share. These amounts
represent the net of tax expense previously calculated under SFAS 123 for pro forma purposes for
existing stock option awards that will vest in our third and fourth quarters of 2005. This amount does
not reflect any new awards or modifications to existing awards that could occur in the future.

2. Property and Equipment

Property and equipment are recorded &t cost, which includes interest to finance the acquisition and
construction of major capital additions during the development phase, primarily landiills and transfer -
stations, uniil they are completed and ready for their intended use. Depreciation is provided on the
straight-line method over the estimated useful lives of buildings and improvements (30-40 years),
vehicles and equipment (3-15 years), containers and compactors (5-10 years) and furniture and
office equipment (4-8 years). We do not assume a residual value on our depreciable assets. In
accordance with SFAS 144, we evaluate long-lived assets, such as property and equipment, and
certain identifiable intangibles for impairment whenever events or changes in circumstances Indicate
the carrying amount of an asset may not be recoverabla.

The cost of landfill airspace, including original acquisition cost and incurred and projected landfill
construction costs, is amortized over the capacity of the landfill based on a per unit basis as landfill
airspace is consumed. We periodically review the realizabiity of our investment in operating [andfills.
Should events and circumstances indicate that any of our landfills be reviewed for possible
impairment, such review for recoverability will be made in accordance with SFAS 144 and EITF Issue
No. 95-23, The Treatment of Certainn Site Restoration/Envitonmental Exit Costs When Testing a Long-
Lived Asset for Impairment. The EITF outiines how cash flows for environmental exit costs should be
determined and measured.
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Expenditures for major renewals and betterments are capitalized, while expenditures for mainte-
nance and repairs, which do not improve assets or extend their useful lives, are charged to expense
as incurred. For example, under certain circumstances, the replacement of vehicle transmissions or
engine rebuilds are capitalized whereas repairs to vehicle brakes are expensed. For the years
ended December 31, 2004, 2003 and 2002, maintenance and repair expenses charged to cost of
operations were $454.2 million, $409.3 million and $396.6 million, respectively. When property is
retired or sold, the related cost and accumulatéd deprac:atron are removed from the accounts and
any resulting gain or loss is recognized in cost of operations. For the years ended December 31,
2004, 2003 and 2002, we recognized net pre-tax gains on the disposal of fixed assets of $4.9 million,
$0.2 million and $5.8 million, respectively.

The following tables show the activity and balances related to. property and equipment from
December 31, 2002 through December 31, 2004 (in millions}:

. Property and Equipment.
Balance at Acquisitions, Transfers Balance at
Dec. 31, Capital Sales and © -~ Net of Dec. 31,
oo : 2003 . Additions Retirements Divestitures omer‘“ 2004 ..
Land and improvements ..... § 4243 § 34.1 $(1.5) 5§03 §45° § 4617
Land held for permitting as ' '
landfills................... 1M.7 17.7 — {1.8) (8.7) . 1089
Landfills ............;....... 3,3044 2793 — - 16.6 ~ 80.6 3,680.9
Buildings and improvements 4663 - 312 (3.7) ~ 03 (1.6) 4925
Vehicles and equipment...... 1,747.4 '144.0 . (837) (1.5) = 07 1,826.9
Containers and compactors . . 787.7 709 (18.0) (0.3) (0.9) 844.4
Furniture and office . -
equipment ............... . 439 57 (1.0) — 1.5 50.1
Total .....cooiiinvirinnennn, ~$6,875.7 .$5B2.9 $(82.9) $136 $76.1 $7.4654
Actumulated Depreciation and Amortization
Depreciation
Balance at and Acquisitions, Transfers Balance at
Dec. 31, Amoriization Sales and Net of Dec. 31,
2603 Expense  Refirements Divestitures Oiher‘“ 2004
Land and lmprovements ..... $ (214) § (5.1) $.03 $ — $02 § (26.0)
Landfills ........ e e (1,337.9) (256.8) — — 3.6 {1,591.1)
Buildings and improvements - (105.8) (24.6) 1.9 0.3 (0.1) ~  (128.1)
Vehicles and equipment..... (910.9) (178.7) 58.2 3.1 (4.4) (1,032.7)
Containers and compactors (4561.3) (B6.0) 12.5 1.0 07 -  (523.1)
Fumniture and office ,
equipment ............... {29.7) . (5.7) 0.9 - — — (34.5)
Total ...........c....... ».. $(2,856.8) $(556.9) $73.8 $ 44 $ — $(3,335.5)

Property and equipment, net  $ 4,018.9 $§ 260 $(9.1) g $18 0 $76.1 § 4,129

1 Relates primarily to (I} capltalized interest, (il) change in our landfill. retiremsnt ol:ﬂigatiun asset for recognitlon of and-
adjustments to capping, closure and post-closure costs ($ee Note 7), and (iil} capitalized leases.
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Land and improvements . ..
Land held for permitting as
landfills...............

Buildings and improvements
Vehicles and equipment ...
Containers and compactors

Furniture and office

equipment ....... U

Land and improvements ...
Landfifls ................
Bulldings and improvements
Vehicles and equipment ...
Containers. and compactors

Furnijture and office

equipment ............

Property and equipment, net

() Relates primarlly to (1) the impact of adoption of SFAS 143 recorded as a cumulative effect of changs in accounting -

Property and Equipment .
Balance at Aocwlsrﬂons, Tmnslers Balance at

Dec. 31, Capital Sales and Dec. 31,
2002 Addiions  Retiements Divestures _Otner” 2003
$ 4271 $ 98 $ (40) 5 (13) $ (73) § 4243
144, 121 e 0.4 '(25.2) 101.7
25313 207.0 — 412 524.9 3,304.4
4413 . 284 " (5.6) (3.4) 5.9 466.3
1,669.8 1777 (82.0)  (19.3) 12 1,747.4
7519 - 535 (9.6) (9.8) 1.7 787.7
432 3.6 {2.6) (0.3) — 43.9
$ 59790 § 491.8 ${1038) §- 75 $ 501.2 § 68757

Accumulated Depreciaﬁon and Amoruzaﬂon
Depmciauon

Balance at isiticns, Transfers Balance at

© Dec. 31, Amorhzaﬂnn Sales and el of and Dec. 31,

2002 Expense . Retirements Divestitures = Other'"! 2003
$ (17.2) $ (46) $ 05 $ 01 § (02) 5 (214)
(657.8) (243.4) — — ' (436.7) (1,337.9)
(87.5) (21.5) 20 1.0 0.4 (105.6)
(B03.0) (188.8) 72.7 102 (2.0)  (910.9)
(381.1)  (85.1) 8.7 70 - (0.8) (451.3)
(26.7) (5.6) 24 __ 02 _  — (29.7)
'$(1,973.3) $(549.0) $ 863 5 185  $(439.3) $(2,856.8)
$ 40057 $ (572) % (175) $260 $ 619 §$ 40189

principle which was an Increase to the gross landfill asset and accurnulated amortization for landfills of $409.5 million and.
$434.6 million, respectively, (ii) changes in our landfill retirement obligation asset for additional capping, ciosure and
post-closure costs {see Note 7) and (iil) purchase accounting adjustments during the allocation period.
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3. Goodwill and Intangible Assets -

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets (SFAS 142}, which we
adopted effective January 1, 2002, we do not amortize goodwill. Instead we perform an annual
assessment of goodwill impaiment by applying a fair value based test to each of our reporting units.
In the fourth quarter of 2004, we realigned our field operations. As a result, our nine geographic
operating segments became our reporting units. In conjunction with the realignment, we reallocated
goodwill to these units based on their relative fair value in accordance with SFAS 142. We completed
our annual assessment of goodwill as of December- 31, 2004 and no impairment was recorded. We
may conduct an impairment test of goodwill more frequently. than. annually under certain conditions.
For example, a significant adverse change in liquidity or the business environment, unanticipated
competition, a significant adverse action by a regulator or a disposal of a significant portion of an
operating segment could prompt an impairment test between annual assessments.

Woe evaluate goodwill for impairment based on fair value of each geographic operating segment. The'

calculation of fair value is subject to judgments and estimates about future events. We estimate fair
value based on projected net cash flows discounted using a welghted-average cost of capital of
approximately 7.15% in 2004. In addition, we consider an earnings multiple approach, enterprise
value, and overall company market capitalization to evaluate the reasonableness of our discounted
cash flows. The estimated-fair value.could change if there were future changes in our capital

structure, cost of debt, interest rates, capital expenditure levels, ability to perform at levels that were,

forecasted or a permanent change to the market capitalization of our company.

Qur gaographic operating segment level is an aggregate of several vertically integrated businesses -

with similar operational characteristics. A divestiture of any individual asset below the geographic
operating segment [evel could result in a loss. At the time of a divestiture of an individual business
within a geographic operating segment, goodwill is allocated to that business and a gain or loss on
disposal is derived. Subsequently, the remaining goodwill in the geographic operating segment that
the assets were divested from would be re-evaluated for realizability, which could result in an
additional loss being recognized.

During 2004, we sold certain operations in two of our then four geographic operating segments and
we allocated approximately $4.7 million of goodwill related. to these operations. During 2004,
approximately $28.1 million of goodwill related to operations sold in the Southern area classified as
assets held for sale at December 31,-2003 was expensed as part of discontinued operations. The
remaining goodwill in these geographic operafing segments was subsequently evaluated for
realizability and we concluded there was no impairment.

Wa have incurred non-cash losses on sales of assets when we believed that re-deployment of the
proceeds from the sale of such assets could reduce debt or improve operations and was
economically beneficial. If we decide to sell additional assets in the future, we could incur additional
non-cash losses on asset sales.
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The following table shows the activity and balances related to goodwill from December 31, 2002
through December-31, 2004 (in millions) '

Balance as of - Balance as of
December

n, - " December 31,
2003 Acquisitions  Divestitures  Adjustments!"® 2004

Western Area.......... $1,399.6 $— $(3.5) $(1396.1) - % —
Central Area........... 18109 1.3 — (19122) —
Eastern Area .......... 23846 .32 {1.2) (2,386.6) . —
Southem Area......... - 2,617.8 3.1 — (2,621.0) —_
Atlantic Region ........ — — —_ 914.9 . 914.9
Great Lakes Region.... — - —_ 1,097.7 1,097.7
Midstates Region ...... - — . 959.1 959.1
Mountain Region....... — — —_— 650.7 650.7
North Central Region. .. —_ —_ —_ 1,193.5 1,193.5
Northeast Region ...... —_ . —_ —_— 7254 725.4
Pacific Region ......... —_ -_ — 726.1 726.1
Southeast Region...... — — — 872.4 872.4
Southwest Region ..... — — - 1,062.2 1.062.2
Total .................. $8,313.0 $7.6 $(4.7) $ (113.9) $8,202.0

Balance as of Balance as of

December 31, . December 31,

2002 Acquisitions  Divestitures Adjustments'” 2003

Westem Area.......... '$1,420.8 $ 22 $ (23.5) $ o1 - $1,399.6
Central Area........... 1,904.8 8.7 {2.3) (0.3) 1,910.9
Eastemn Area .......... 2,453.7 0.2 (71.8) 25 2.384.6
Southern Area......... 2,751.1 8.2 {114.4) (27.0) 2,617.9
Total.............c.en $8.530.4 $19.3 $(212.0) ${24.7) $8,313.0

) Amounts primarily relate to reallocation of gnodwill in connegtion with aur realignment of field operations, reclassification
of goodwill in cormection with assets heid for sale accounting and purchase accounting adjustmerts during the allocation
period.

@ Amounts include approximately $113.0 milfion of adjustments to reduce goodwill for tax contingencles previously
recorded in connection with our acquisition of BFI that were presented in other Iong—term labiiities ($102.4 millien) and
deferred income taxes ($10.6 million). .

In addition, we have other amortizable intangible assets that consist primarily of the fol!owmg at .

December 31, 2004 (in millions):

Canying  Accumulated Camying
ng ccum
Vatue Amortization Value

Non-compete agreements ........... B R TP .. §104 $8.2 $2.2
Other .eeeieeeinnnnn, e e 23 0.3 2.0

Total........... e ieeiiaeed e it $12.7 $8.5 $4.2
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Amortization gxpense for the three years-ended December 31, 2004, 2003 and 2002 was $1.8 mil-
lion, $1.9 million and $2.5 miltion, respectively. Based upon the amortizable assets recorded in the
balance sheet at December 31, 2004, amortization expense for each of the next five years is
estimated to be declining from $1.7 million to $0.2 million. '

4. Long-term Debt

Long-term debt at December 31, 2004 and December 31, 2003 consists of the amounts listed in the
following table. The effective interest rate includes our interest cast incurred, the affect of interest
rate swap contracts, amortization of deferred debt issuance cost and the amortization or accretion
of discounts or premiums (in millions, except percentages).
' Debt Balance at Eflective Interest Rate
December 31, December 31, December 31, December 31,
2004 2003 2004 " 2003

Revolving credit fABTY . . ... ..o vusuerneeaenerenteraeeaanens s - 5 — 5.56%* 541%*
TEIMIOBA Basveeeeeeeeee e eme et eesase e rmarnaneeeeaanes 1,1629 1,185.0 607 9.83
TOMIGHN C oo reneeiart i irs e eanrrs s eamsanreeraananres 2454 250.0 8.05 7.81
TermibanD.........c.tl ettt taaeetetteearaaatann 1472 — 585 —_
Receivables secured 108N . ... ......uiiieneeiieiiinianenan 209.9 148.3 332 215
Senior notes, IMtErest 8l 5.75% .« .. ovvireiieiirerrerieeranaes 400.0 - 593 —
Senior notes, INErest a8t 6.13%. . ... vvieirnerireiinriiiianaens 425.0 —_ .35 -—
Senilor notes, interest &t 8.38%. . c..vvieie i iar e 275.0 —_ 6.50 -—
Senior notas, INterest at 6.38%. ... vvuuemriersiiennenreenses 1515 148.4 B34 8.34
Senlor notes, interest 8t 6.50%. .« .c.vivuirerier i 350.0 350.0 4.80 451
Senior notes, Interest at 7.38%.............. et raaraeens —_ 225.0 — 7.90
Senior notes, INtErest 6t 7.63%. . vvveneieieiieeeiarneienanes 600.0 600.0 7.99 7.99
Senior notes, iMterest at 7.88%. . ivaueeiveiirrianriieeiiaannes 450.0 450.0 8.09 8.05
Senior notes, interest at 7.88%............. e raeteetiaaares 69.4 68.7 8.77 877
Senior notas, infterest 8t 7.88%. ..cooocivrvvriiea e — . 8744 —_ 813
Senior notes, interest Bt B.50%. . ..o i i . 750.0 750.0 B.78 B.77
Senior notes, interest 8t 8.86%. . .....oviie i 600.0 600.0 a.15 9.18
Senior notes, inerest 88 9.25%. ............ueeianinniirnianss 5769 3771 9.41 939
Debentures, interest at 7.40%. .. ... oo e 289.9 287.6 B.03 8.03
Debentures, imerest at 925%................ .l 958 956 . 948 9.48
Senior unsecured notes, interest &t 7.868% . ... .......ieeeen.s, 4000 - 753 -
Senior subordinated convertible debentures, interest at 4.25% ... 2300 — 433, —
Senior subordinated notes, interest at 10.00%. ... .........o.n.. ] 1954 1,497.4 1022 1022
Solid waste revenue bond obligations, principal payable through -
{1 < 2 1 U 306.1 3062 521 6.04

Notes payable to banks, finance companies, and individuals,

interest rates of 4.00% to 12.23%, and principal payable

through 2014, secured by vehicies, aquipment, real estate,

accounts receivable or stock of certain subsidiaries .......... 87 82 g.07* 6.83¢
Obfigations under capital leases of vahicles and equipment . .. .. 135 13.2 9.30" a.76*

Notes payable to individuals and a.commercial company, interest
rates of 6.00% to 9.50%, principal payable through 2010,

1140 T [ 4.4 1.3 6.55" 8.45*-
' 77570 8,234.1 7.18 8.96
Less: Current portion ...................... S, 3278 249.6 :
$7,4202 $7.984.5

* reflects welghted average interest rate
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Completion of ﬁnancrng plan —

We completed a multifaceted ﬁnancmg plan in April 2003 that allowed us to refinance our 1999
Credit Facility. The financing plan included issuance of a receivables secured loan, common stock,
mandatory convertible preferred stock and senior notes, along with the reﬁnanclng of the 1999
Credit Facility, discussed below. The common stock, mandatory convertible preferred stock and
$450 miliion of senior notes were issued under our shelf registration statement. Tha aggregate net
proceeds of approximately $867 million from the issuance of the common stock, preferred stock and
$450 million of senior notes were used to reduce borrowings under the tranche A, B and C term
loans under our 1899 Credit Facility on a pro-rata basis. In connection with the completion of this
financing plan, we recorded a charge to interest expense and other of approximately $52.1 million
related to the write-off of deferred and other costs in 2003.

Bank credit facility —

At December 31, 2004, our bank credit facility is a senior secured credit facility (the 2003 Credit
Facility) that includes: (i) a $1.5 billion revolver due January 2008 (the 2003 Revolver), (ii) a
$1.2 billion term loan. (Term Loan B), (iif) a $245 million term loan (Term Loan C), (iv) a
$147 million term ioan (Term Loan D), and (v) a $198 milllon institutional letter of credit facility due
2008. Term Loan D was funded in April 2004. The proceeds of Term Loan D were used to fund a
portion of the tender offer of the 10% senior subordinated notes due 2009, All of the term loans
under the 2003 Credit Facility mature in 2010. Of the $1.5 billion available under the 2003 Revolver,
the entire amount may be used to support the issuance of lstters of credit.

At December 31, 2004. we had no loans outstanding .and $716.7 million in letters of credit
outstanding urider the 2003 Revolver leaving approximately $783.3 million available under the 2003
Revolver. In addition, at December 31, 2004, we had $198.0 million in letters of credit outstanding
under the institutional letter of credit facllity. During the third: quarter of 2004, we reduced our
institutional letter of credit by $2 million- to $198 million.

In March 2004, we amended our 2003 Credit Facllity to, among other things, increase our flexibility
to fund a $1 billion tender offer of our 10% senior subordinated notes due 2009 and permit us to
incur additional Indebtedness and apply the proceeds of such indebtedness to the repayment of the
senior subordinated notes. In addition, the amendment resulted in certain guarantor subsidiaries
becormng non-guaranturs

In April 2003, we refinanced otir 1999 credit facility, whlch had consisted of a $1.291 biliion revolving
credit facility, due 2005 and $2.226 billion in funded, amortizing senior secured term loans with
varying maturity dates through 2007, with a $2.9 billion senior secured cradit facility (the 2003 Credit
Facllity) that included a $1.5 billion revolver due January 2008 (the 2003 Revolver), a $1.2 biilion
term loan with final maturity in January 2010 (Term Loan B), and a $200 million institutionat letter of
credit facility. In addition, the 2003 Credit Facility allowed us to establish an incremental term loan in
an amount up to $250 million and an additional institutional letter of credit facility in an amount up to
$500 million.

In August 2003, we arnended our 2003 Credit Facility to (i) permit the Series A Preferred Stock
exchange transaction (see Note 9) and (i) permit us to incur an additional $250 million of term.loan
indebtedness, an additional $350 million of senior secured indebtedness. and $400 million of senior
unsecured indebtedness, for the purpose of retiring portions of our outstanding senior subordinated
indebtedness through optional redemption, pubiic tender offer or open market repurchases.

During the third quarter of 2003, we funded a new $250 million Term Loan C (Term Loan C) due
2010 under the 2003 Credit Facility and used the proceeds to repurchase a portion of our
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10% senior subordinated notes in the same amount of principal. In connection with thesa repur-
chases, we paid premiums of approxlmately $23.8 million, which are recorded in mterest expense
and other.

in November 2003, we completed a second amendment to our 2003 Credlt .Facility reducing the
interest rate for the Term Loan B, Term Loan C and institutional letter of credit facility to LIBOR:plus
275 basis points. In addition to re-pricing the term loan faciiities, we favorably revised financial
covenants under the 2003 Credit Facility to provide greater operating flexibility.

The 2003 Credit Facility bears interest at (a) an Alternative Base Rate, or (b) Adjusted LIBOR, both
terms defined in the 2003 Credit Facility, plus, in either case, an applicable margin based on our
leverage ratio. Proceeds from the 2003 Credit Facility may- ba used for working capital and other
general corporate purposes, including acquisitions.

We are required to make prepayments on the 2003 Credit Faclility upon completion of certain
transactions as defined in the 2003 Credit Facility, including asset sales and issuances of debt
securities. Proceeds from these transactions are required to be applied to, amounts due under. the
2003 Credit Facility pursuant to the credit facility agreement. We are also required 10 make

prepayments on the 2003 Credit Faclltty for 50% of any excess cash fiows from operatlons as

defined.

Senior notes and debentures —
In April 2004, we issued $275 million of 6.375% senior notes due 2011 to fund a portion of the tender

offer of 10% senior subordinated notes due 2009. Interest is payable semi-annually on April 15" and

October 15 beginning on October 15, 2004. These senior notes have a make-whole call prowsnon
that is exercisable at any time at the stated’ redempt:on price.

In addition, in April 2004, we issued $400 million of 7.375% senior unsecured notes due 2014 to fund:

a portion of the tender offer of 10% senior subordinated notes due 2009. Interest is payable semi-
annually on April 15™ and October 15% beginning on October 15, 2004. These notes have a make-
whole call provision that is exercisable any time prior to Aprit 15, 2009 at the stated redemption

price. The notes may also be redeemed after April 15, 2009 at the stated redemption prices. These’

notes-along with the $275 million 6.375% senior notes due 2011 are herein collectively referred to as
the April 2004 Senior Notes.

In January 2004, we issued $400 million of 5.75% senjor notes due 2011 and $425 million of
6.125% senior: notes due 2014 (the January 2004 Senior Notes) to fund the redemption of
$825 million of our $875 million 7.875% senior notes due 2009. Interest is payable semi-annually on
February 15" and August 15™ beginning on August 15, 2004. The $400 million senior notes héve a

make-whole call provision that is exercisable at any time at the stated redemption price. The

$425 million senior notes have a make-whole call provision that is exercisable at any time prior to

February 15, 2009 at the stated redemption price. The notes may also be redeemed aﬁer_'

February 15, 2009 at the stated redemption prices.

in Novernber 2003, we issued $350 million of 6.50% senior notes due 2010. These senior notes have
a make-whole call provision that is exercisable at any time at a stated redempﬁon price. Interest is

payabls semi-annually on February 15" and August 15", We used procesds of approxlmatety'

$256.1 million to repurchase a portion of our 10% senior subordinated notes in 2003. In connection
with these repurchases, we paid premiums of approximately $23.1 million in 2003. Durmg January
2004, we repurchased $93.9 million of our 10% senior subordinated notes using the remaining

proceeds from the senior notes and paid premiums of approx:mately $8.2 million related to the 2004-

repurchases.
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On April 9, 2003, we issued $450 million of 7.875% senior notes due 2013 for net proceeds of
approximately $440 millicn. The senior notes have a no call provision until 2008. Interest is payable
April 1% and October 1% of each year beginning in October 2003.

In November 2002, we issued $375.0 million of 9.25% senior notes due 2012 (the 2002 Senior
Notes). The 2002 Senior Notes were Issued at a premium of $2.4 million. These senior notes have a
no call provision until 2007. Interest is payable semi-annually on March 1 and September 1. We used
the net proceeds of $370.6 million from the sale of these notes to repay term loans under the 1999
Credit Facility prior to maturity.

in August 2002, we repaid the 2001 subsidiaries line of credit prior to its maturity in 2006 with cash
from operations and borrowings under the revolver portion of the 1999 Credit Facility. In connection
with this repayment, we paid a prepayment penalty of $3.2 miltion.

During 2001, we issued $750 million of 8.50% senior notes, due 2008 and $600 million of
8.875% senior notes, due 2008 (together the 2001 Senior Notes). Interest on the 2001 Senior Notes
is payable semi-annually on June 1 and September 1.

In connection with the BFI acquisition on July 30, 1999, we assumed all of BFI's debt securities with
the exception of commercial paper that was paid off in connection with the acquisition. BFI's debt
securities were recorded at their fair market values as of the date of the acquisition in accordance
with EITF Issue No. 98-1 — Valuation of Debt Assumed in a Purchase Business Combination. The
effect of revaluing the: debt securities resulted in an aggregate discount from the historic face
amount of $137.0 million. At December 31, 2004, the remaining unamortized net dlscount related to
the debt securities of BFl was $87.1 million.

The 6.10% senior notes, 6.375% senior notes and 9.25% debentures assumed from BFI are not
redeemable prior to maturity and are not subject to any sinking fund. In January 2003, the
6.10% senior notes were repaid upon matunty with cash flow from operations and application of our
ending cash balance.

The 7.40% debentures assumed from BF! are not subject toany sinking fund and may be redeemed
as a whole or in part, at our option at any time. The redemption price is equal to the greater of
(i) the principal amount of the debentures and (ii) the present value of future principal and interest
payments discounted at a rate specified under the terms of the indentura.

in December 1998, we issued an aggregate of $1.7 billion of senior notes consisting of $225 million
7.375% senior notes due 2004, $600 million 7.625% senior notes due 2006 and $875 million
7.875% senior notes due 2009 (together, the 1998 Senior Notes). Interest accrued on the 1998
Senior Notes is payable semi-annually on January 1 and July 1. The $225 million 7.375% senior
notes due 2004 were repaid in January 2004. In addition, $825 million of the $875 million
7.875% senior notes due 2009 were redeemed in February 2004 with the remaining $50 million
redeemed in May 2004, all at a price of 103.938%. The premiums paid in connection with these
redemptions and the write-off of deferred financing costs of $45.7 million were recorded to interest
expense and other in the first haif of 2004.

Receivab!es secured loan —

We have an accounts receivable securitization pfogram with a financial institution that allows us to
borrow up to $230 million on a revolving basis under a loan agreement secured by receivables. We
increased our receivables secured loan program from $175 million to $230 million on October 1,
2004, Also, as of October 1, 2004 we increased the amount we borrowed under the loan agresment
secured by receivables by $75 milfion and extended the maturity from March 2005 to May 2005. The
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loan agreement has a 364 day liquidity facility with a three year purchase commitment, however, we
intend to extend the liquidity facility annually. If we are unable to renew the loan -agreement, we
would refinance any amounts outstanding with our revolving credit facility which matures in 2008 or
with other long-term borrowings. Although we intend to renew the loan agreement in May 2005 and
do not expect to repay the amounts within the next twelve months, the loan is classified as a current
liability because it has a contractual maturity of less than one year.

The borrowings are secured by our accounts receivable that are owned by a whoIIy-owned and fully
consolidated subsidiary. This subsidiary is a separate corporate entity-whose assets, or collateral
securing the borrowings, are available first to satisfy the claims of the subsidiary’s creditors. Under
SFAS No. 140, Accounting for Transfers and Setvicing of Financial Assets and Extinguishments of
Liabilities —— a Replacement of FASB Statement 125, the securitization program is accounted for as a
secured borrowing with a pledge of collateral. The receivables and debt obligation remain on our
consolidated balance sheet. At December 31, 2004, we had outstanding borrowings under this
program of $209.9 million. The borrowings under this program bear interest at the financial
institution’s commercial paper rate plus an applicable spread and interest is. payable monthly. There
is also a fee on the undrawn portion available for borrowing.

Semor subordinated notes —

In July 1999, we issued. $2.0 billion of senior subordmated notes (the 1999 Notes) that mature in
2009. Interest accrues on the 1999 Notes at an interest rate of 10% per annum, payable semi-
annually on May 1 and November 1. We used the proceeds from the 1999 Notes as parhal financing
of the acquisition of BFI. ‘

During the first half of 2004, we completed open market repurchases and a tender offer of the 1999
Notes in an aggregate principle amount of $1.149 billion. In connection with these repurchases and
tender offer, we paid premiums of approximately $87.5 million and wrote-off deferred financing
costs of $13.5 million, both of which were recorded as a charge to interest expense and other.

During the.third and fourth quarters of 2004, we redeemed an additional $150 million of the 1999

Notes. for $157.5 million. In connection with this redemption, we paid premiums and fees of.

approximately $7.8 million and wrote-off déferred financing costs of $1.6 million, both of which were
recorded as a charge to interest expense and other. . .

During 2003, we repaid $506.1 million of the 1999 Notes prior to matunty through open market
repurchases. In connection with these repurchases. we paid premiums of approximately $46.9 mil-,

lion and wrote-off deferred financing costs of $6.4 millicn, both of which were recorded as a charga
to interest expense and other. : '

Senior subordinated convertible debentures —.
In April 2004, we issued $230 million of 4.25% senlor subordinated convertible debentures due 2034

that are unsecured and are not guaranteed. They are convertible into our common stock at a-
conversion price of $20.43 per share totaling 11.3 million shares. Common stock transactions: such-

as cash or stock dividends, splits, combinations or reclassifications and issuances at less than

current market price will require an adjustment to the conversion rate as defined per the indenture. -

Certain of the conversion features contained in the convertible debentures are deemed to be
embedded derivatives, as defined under SFAS No. 133, Accountmg for Derivative Instruments and
Hedging Activities, however, these embedded derivatives’ currently have no value.

These debentures are convertible at the option of the holder. anytime if any of the following occurs:
(i) our closing stock price is in excess of $25.5375 for 20 of 30 consecutive trading days ending on
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the last day of the quarter, (ii) during the five business day period after any three consecutive
trading days in which the average trading price per debenture is less than 98% of the product of the
closing price for our.common stock times the conversion rate, (iii}) we issue a calt notice, or
(iv) certain specified corporate events such as a merger or change in control.

We can elect to settle the conversion in stock, cash or a combination of stock and cash. If settled in
stock, the holder will receive the fixed number of shares based on the conversion rate except if
conversion occurs after 2029 as a result of item (ii) above, the holder will receive shares equal to
the par value divided by the trading stock price. If settied in cash, the holder will receive the cash
equivalent of the number of shares based on the conversion rate at the average trading stock price
over a ten day period except if conversion occurs as a result of item (iv) above, the holder will then
receive cash equal to the par value only.

Woe can elect to call the debentures at any time after. April 15, 2009 at par for.cash only. The hoiders
can require us to redeem the dsbentures on April 15th of 2011, 2014, 2019, 2024 and 2029 at par for
stock, cash or a combination of stock and cash at our option. If the debentures are redeemed in
stock, the number of shares issued will be determined as the par valus of the debentures divided by
the average trading stock price over a five day period.

Future }néturities of long term debt —

Aggregate future scheduled maturities of long-term debt as of December 31, 2004 are as follows (in
millions): '

Maturity

20051 L ST $ 3278
=814 PO A 628.7
-1 229
b0 1 - N it s eaiaaiisaieneaiiinain 1,532.9
2009 ... e e ettt ettt 216.9
21T (== 11 (= 51126
Gross Principal. .. ... oo i e e it i e, 7,841.8
Discount, net. ...t N (84.8)
TJotal Debt ... e e e e e $7,757.0

™) includes the receivables secured loan which is a 384 day liquidity facliity and has a balance of $209.9 million at
December 31, 2004. On October 1, 2004, we extended the maturity to May 2005. At that time, we intend to renew the
liquidity facility. If we are unable to renew the loan agreement, we Intend to refinance any amounts outstanding with our
revolving credit facliity which maturas in 2008 or with other long-term borrowings. Although we intend to renew the loan
agreement in May 2005 and do not expect 1o repay the amounts within the next twelve months, the loan is classified as
currenit because it has a contractual maturity of less than one year.
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Future payments under capital leases, the principal amounts of which are included above in future
maturities of jong-term debt, are as follows at December 31, 2004 (in millions):

Maturity . Principal  Interest Total
2005 ... eee ittt e e $17 8§12 $29
200 ... oo, SRR e .08 1.0 19
2007..... e A 0.8 0.9 1.7
2008, ...l e i eeerr e 08 0.9 1.7
2009.............. RS TR SO 0.2 08 17
Thereafter............ L e PP T 8.4 42 128

$13.5 . $9.0 $22.5

Fair value of debt and interest rate protaction agreemen'ts —

The fair value of our debt and mterest rate swap contracts are subject to change as a resuit-of
potential changes.in market rates and prices. The table below provides information about our long-
term debt and interest rate swap contracts by. aggregate principal or notional amounts and weighted
average Interest rates for instruments that are sensitive to changes in interest rates. The financial
instruments are grouped by market risk exposure category (in millions, except percentages):

Balance at  FairValueat  Balance at Fair Value at
December 31, December 31, December 31, December 31,
. 2004 2004 2003 : 2003

Long-Term Debt
Fixed Rate Debt:

Principal amount ... .....coovviniiaat, $5,894.8 $5,994 8 $6,556.0 $7.079.8
Weighted average interestrate ........ 7.61% 8.52%

Variable Rate Debt:
Princlpalamount ..........cooovinenen $1,862.2 $1.8818 §1,878.1 $1,690.7
Welghted average interest rate" . .... 4.70% 3.58%

Interest Rate Swaps‘®
Non-Cancelable: :
Notionalamount ..................... $ 250.0 $ (1.8) $2,000.0 $ (46.5)
Weighted average interest rate ........ 5.99% 5.69%

") Reflects the rate in effect as of December 31, 2004 and 2003 before the effects of swaps and includes afl applicable
margins. Actual future rates may vary.

3 Amount includes our fixed to fioating and floating to fixed interest rate swap contracts. See Note.5 for additional
discussfon. )
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Debt covenants —
Under the 2003 Credit Facility, we are subject to the following financial covenants:

Minimum Interest Coverage:

. . : EBITDA!/
From the Quarter Ending : Through the Quarter Ending Interest
December 31,2004 ............... s .. March 31, 2005 1.95x
June 30,2005 ........iit e September 30, 2005 2.00x
December 31,2005 .................. eneairares December 31, 2005 - 2.10x
March 31,2006 ............ DU F TP June 30, 2006 T 2.15x
September 30,2006......... ... ... il . September 30, 2006 2.20x
December 31,2006 ..., ..ol December 31, 2006 2.30x
March 31, 2007 ... .. et it e e raes March 31, 2007 2.40x
June 30, 2007 ... June 30, 2007 2.45x
September 30,2007.............. e, March 31, 2008 . 2.50x
June 30, 2008 ............ . June 30, 2008 2.60x
September 30, 2008........ccoviiiiiiiiiii September 30, 2008 : 270x -
December 31,2008 ... .. ..o Thereatiter 2.75x%
Maximum Leverage: -

' . . ' Total Debt/
From the Quarter Ending Through the Quarter Ending EBITDA
March 31,2003 .............ccoeunnL. s June 30, 2005 5.75x
September 30,2005 ... ... ... December 31, 2005 5.50x
March 31,2006 ...........coiiiinieiaanrnrnns June 30, 2006 5.25x
September 30,2006 .............. ... iiieann. September 30, 2006 5.00x
December 31, 2006........covrinieniaannrnnnnnnn December 31, 2006 4.75x
March 31,2007 ................, vt tanaaetaaren December 31, 2007 4.50x
March 31,2008 . ... .. i iiiinnanes June 30, 2008 4.25x
September 30,2008 ...l Thereafter - 4.00x

At December 31, 2004, we were in compliance with all financial covenants under our 2003 Credit
Facility. At December 31, 2004, Total Debt/EBITDA" ratio, as defined by the 2003 Credit Facility,
was 5.37:1 and our EBITDA' /Interest ratio was 2.21:1. We are not subject to any minimum net
worth covenants.

1) EBITDA, which Is a non-GAAP measure, used for covenants Is calculated in accordance with the definition in our credit
facility agreement. In this comtext, EBITDA is used solely to provide information on the extent to which we are in
compliance with debt covenants.

In addition, the 2003 Credit Facllity restricts us from making certain types of payments, inciuding
dividend payments on our common and preferred stock. However, we are able to pay cash
dividends on the Series C preferred stock.

The 1998 Senior Notes, the 1999 Notes, the 2001 Senior Notes, the 2002 Senior.Notas, the 2003
Senior Notes, the January 2004 Senior Notes and the April 2004 Senior Notes contain certain
financial covenants and restricions, which may, in certain circumstances, imit our ability to
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complete acquisitions, pay dividends, incur indebtedness, make investments and take certain other
corporate actions. At Daecernber 31, 2004, we were in compliance with all applicable covenants.

Guarantees —

Substantially all of our subsidiaries are jointly and severally liable for the obligations under the 1998
Senior Notes, the 199¢ Notes, the 2001 Senior Notes, the 2002 Senior Notes, the 2003 Senior
Notes, the 2004 Notes and the 2003 Credit Facility' through unconditional guarantees issued by
current and future subsidiaries. At December 31, 2004, the maximum potential amount of future
payments under the guarantees is the outstanding amount of the debt identified above and. the
amount for letters of credit issued under the credit facility. In accordance with, FIN 45, the
guarantees are not recorded in our consolidated financial statements as they represent parent-
subsidiary guarantees. We do not guarantee any third party debt.

Collateral —

Our 2003 Credit Facility is secured by the stock of substantially all of our subsidiaries and a security
interest  in substantially all of our assets. A portion of the collateral that secures the 2003 Credit
Facility is shared as collateral with the holders of certain of our senior notes and debentures.

The $275 million 6.375% Senior Notes due 2011, January 2004 Senior Notes, 2003 Senior Notes,
2002 Senior Notes, 2001 Senior Notes, 1998 Senior Notes and $690 million of senior notes and
debentures assumed from BFl are secured by the stock of substantially all of BFI subsidiaries along
with certain other Allied subsidiaries and. a security interest in the assets of BFI, s domestic
subsidiaries and certain other Allied subsidiaries. In accordance with the Securities and Exchange
Commission’s (SEC) Rule 3-16 of Regulation S-X, separate financial statements for BFI are
presented under Item 15 of our Annual Report on Form 10-K for the year ended Decsmber 31, 2004.
Following is a summary of the balance shests for BFI and the other Allied subsidiaries that serve as
collateral as of December 31, 2004 (in millions):

Other Allled

. BFI Collateral®  Combined

Condensed Balance Sheet('): ‘ .
Current assets........ccoiiiiiiir st e, $ 1718 $ 1901 - § 361.9°
Property and equipment, net.................. ... 937.9 7094 1,647.3
Goodwill,net .................. eiesieseanes eiiaeaas - 3,4394 289345 - 63739
Other assets, net ceenas e eea e eeaaas i 118.2 105 - 128.7
TOAl BSSEES . .. evvesintereeeennteeerereneaneaans .. $46673 $3,8445 $8511.8
-Current llabiliies .. ......... e iaiieenareareraaenas $ 5623 $ 2424 $ BOAY
Long-term debt, less current portion.................... y 5,934.0 73 59413
Other long-term obligations .......covevrinnenennnnnn.. 747.5 424 789.9
Due from (to) parent® __ .. ... . ... (906.8) . 1,727.3 820.5.
Total stockholder’s equity (deficit) .......... weaad e (1,669.7) 1,8251 155.4
Total liabilities and stockholder’s equity (deficit) .......... '$ 4667.3  $3,844.5 $8,511.8

" Al transactions between BFI and the Other Allied collzteral have been efiminated.
@ Amounts do not Includs ncoma tax provision which would be an aflocation from Allied and reflected in Dus to Parent.
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§. Derivative Instruments and Hedging Activities

Consistent with our risk management policy, we have entered into interest rate swap agreements for
the purpose of hedging variability of interest expense and Interest payments on our long-term
variable rate bank debt and maintaining a mix of fixed and fioating rate debt. Our strategy is to use
interest rate swap contracts when such transactions will serve to reduce our aggregate exposure
and meet the objectives of our risk management policy. These contracts are not entered into for
trading purposes. Our risk management policy requires that we evaluate the credit of our counter-
parties and that we monitor counter-party exposure.

Qur risk management policy requires that no less than 70% of our total debt is fixed, either directly
or effectively through Interest rate swap contracts. Approximately $1.9 billion of our debt balance
has variable interest rates at December 31, 2004. As of December 31, 2004 our interest rate swap
portfolio fixed 13% of our variable rate interest payment obligation, protecting us from cash flow
variations arising from changes in short term Interest rates. We believe it is important to have a mix
of fixed and floating rate debt to provide financing fiexibility. At December 31, 2004, approximately
79% of our debt was fixed, 76% directly, and 3% through an interest rate swap contract. At
December 31, 2004, the notional amount of our interest rate swap contracts was $250 million

maturing in March 2005. At December 31, 2004, counter-parties for our interest rate swap portfolic -

were rated Aa3.

At December 31, 2004, a liability of $1.8 million is included in the consolidated balance sheets in
other long-term obligations reflecting. the fair market value of our entire interest rate swap portfolio
on that date. The liability will fluctuate with market interest rates but will reduce to zero over the term
of our interest rate swap contract. The $1.8 million' Hability at December 31, 2004 relatss to a
contract maturing in March 2005. Fair value variations over the life of the interest rate swap
contracts arise from changes in market expectations of future interest rates and the time value of
money. ,

On December 31, 2001, we de-designated $1.5 billion of notional amount of then outstanding
interest rate swap contracts due to the poss:b:llty that future interest rate payments on the
underlying variable rate debt may cease prior to the expiration of the related interest rate swap
contracts. There were no de-designated interest rate swap contracts prior to December 31, 2001.

No additional interest rate swap-contracts were de-designated after 2001. All of our de-designated .

interest rate swap contracts had reached their contractual maturity by June 30, 2004, and therefore,
no mark-to-market or settiement income or expense was recorded during the last half of 2004 for
these swap contracts.

Designated interest rate swap contracts —

At December 31, 2004, we had a designated interest rate swap contract (floating to fixed rate) with
a notional amount of $250 miltion maturing in March 2005. The fair value liability of this contract at
December 31, 2004 was $1.8 million. Our designated cash flow interest rate swap contract is
effective as a hedge of our variable rate debt. The noticnal amounts, indices, repricing dates and ail
other significant terms of the swap agreements are matched to the provisions and terms of the
variable rate debt being hedged achieving 100% effectiveness. If significant terms do not match we
will assess any ineffectiveness and any ineffectiveness is immediately recorded in interest expense
in our statement of operations. . .

Changes in fair value of our designated interest rate swap contracts are reflected in accumulated
other comprehensive loss {AOCL). At December 31, 2004, a loss of approximately $1.8 million
($1.3 million, net of tax) is included in AOCL.
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Expense or income related to swap settlements is recorded in interest expense for the related
variable rate debt over the term of the agreements.

Non-hedge accounting interest rate swép contracts —

We have had certain Interest rate swap contracts that we have de-designated or elected not to apply
hedge accounting.to under SFAS 133, Wa have elected to not apply hedge accounting to allow us to
have fiexibility to repay debt prior to maturity and to refinance debt when economically feasible.
Following is a descnpbon of the accounting for these interest rate swap contracts.

De-designated - interest rate swap contracts. At December 31, 2004 we had no de-des:gnated

interest rate swap contracts (fioating to fixed rate). All of our de-designated interest rate swap
contracts had reached their contractual maturity by June 30, 2004 and therefore no amounts were.

recorded during the last half of 2004 for these swap contracts. Settlement payments and periodic

changes in rmarket values of our de-designated interest rate swap contracts are recorded as a gain.

or loss on derivative contracts included in interest expense and other in our consolidated statement
of operations. We recorded $15.2 million of net gain related to changes in market values and
$15.3 million of settlement costs during the first six months of 2004. We recorded $47.1 million and
$2.4 million of net gain related to changes in market values and $51.9 million and $59:6 miliion of
settlement costs during the year ended December 31, 2008 and 2002, respeetlvely

When interest rate swap hedging relahonshlps are de-designated or terminated, any aecumulated
gains or losses in our AOCL at the time of de-designation are isolated and amortized over the
remaining original hedged interest payment. For contracts de-designated, the total amount of loss in
AOCL was approximately $29.8 million ($18.1 million, net of tax) at December 31, 2002, $6.7 million
($4.3 million, net of tax) at December 31, 2003 and no balance remaining in AQCL at December 31,
2004. For the years ended December 31, 2004, 2003 and 2002, we recorded $6.7 million,
$23.1 million and $35.4 million, respectively, of amortization expense related to the accumulated
losses in AOGL for interest rata swap contracts that were de-designated at December 31, 2001. The
amortization expense is recorded in interest expense and other. There are no amounts in AOCL for
de-desngnated contracts at December 31, 2004.

Fair value interest rate swap contracts. During 2004 and 2003, we used fair value interest rate swap
contracts (fixed rate to floating rate ) to achieve our targeted mix of fixed and floating rate debt and
we elected not to apply hedge accounting to these contracts. In the fourth quarter of 2004, we
terminated the outstanding contracts and at December 31, 2004, we had no fair value interest rate
swap contracts outstanding. Settlement payments and periodic changes in market values of our fair
value interest rate swap coniracts are recorded as a gain or loss on derivative contracts included in
Interest expense and other in our statement of operations. We recorded $1.0 million and $0.9 million
of net gain refated to changes in market values and received net settlements of $6.8 million and
$1.1 million during the year ended December 31, 2004 and 2003, respectively. We had no fair value
mterest rate swap contracts in place during 2002,
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6. . Accumulated Other Comprehensive Loss.
The components of the ending balances of accumulated other comprehensive loss, as reflected in
stockholders’ equity are shown as follows (in millions):
December 31, December 31,
2004 2003

Minimum pension liability adjustment, net of taxes of $45.5 and $47.2 $(68.1) $(70.7)

Interest rate swap contracts designated, unrealized loss,

net of taxes of $0.5and $125 ........ ... il S (1.3) (19.5)
Interest rate swap contracts de-designated, unrealized loss,

netoftaxes of §2.4 ... ... . . e, —_ {4.3)
Accumulated other comprehensive 1088 ... .....coviiivninnnvennn. $(69.4) ' $(94.5)

7. Landfill Accounting

Wae have a network of 166 owned or operated active landfills with a net book value of approximately
$2.1 billion at December 31, 2004. We use a life-cycle accounting method for landfills and the related
capping, closure and post-closure liabilities. This method applies the costs to be capitalized
assoclated with acquiring, developing, closing and monitoring the landfills over the associated
consumption of landfill capacity. In addition, we own or have responsibility for 113 closed landfills.

We record landfill retirement obligations at fair value as a liability with a corresponding increase to
the landfill asset as tons are disposed. We use discounted cash flows of capping, closure and post-
closure cost estimates to approximate fair value. The amortizable landfill asset includes (i) landfil
development costs incurred, (ii) landfill development costs expected to be incurred over the life of
the landfill, {iii) the recorded capping, closure and post-closure liabilities and (iv) the present value
of cost estimates for future capping, closure and post-closure costs. Wa amortize the landfill asset
over the remaining capacity of the landfill as volume is consumed during the life of the landfill with
one exception. The exception applies to capping costs for which both the recognition of the liability
and the amortization of these costs is based instead on the costs and capacity of the specific
capping event. .

On an annual basis, we update the development cost estimates (which include the costs to develop
the site as well as the individual cell construction costs) and capping, closure and post-closure cost
estimates for each landfill. Additionally, future capacity estimates (sometimes referred to as
airspace) are updated annually using third-party surveys of each landiill to estimate utilized disposal
capacity and remaining disposal capacity. The overall cost and capacity estimates are reviewed and
approved by senior operations management annualfy.

Change in accounting principle —

Effective January 1, 2003, we adopted SFAS No. 143, Accounting for Asset Retirement Obligations
{SFAS 143) which outlines standards for accounting for our landfill retirement obligations that have
historically been referred to as closure and post-closure. SFAS 143 did not change the basic
accounting principles that the waste industry has historicaily followed for accounting for these types
of obligations. In general, the industry has followed the accounting practice of recognizing a liability
on the balance sheet and related expense as waste is disposed at the landfill to match operating
costs with revenues.

SFAS 143 resulted in a refinement to our industry practices and caused a changs in the mechanics
of calculating landfill retirement obligations and the classification of where amounts are recorded in
the financial statements. Landfill retirement obligations are no longer accrued through a provision to
cost of operations, but rather by an increase to landfill assets. Liabilities retained from divested
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landfills that were histarically accounted for in closure and post-closure liabilities were reclassified
to other long-term obligations because they were not within the scope of SFAS 143.- In addition, in
accordance with SFAS 143, we changed the classification of certain costs related to capping,
closure and post-closure obligations to other accounts. The most significant change in classification
is that we now record the costs for methane gas collection systems in the landfill development
assets rather than accrue for those costs as part of the post-closure liability. Further, the cost of
financial assurancs instruments are no longer accrued as part of the pest-closure liability, but rather
are expensed as incurred. Under SFAS 143, each capping event at a landfill is accounted for
separately. Previously, the esfimated costs of all capping events were included in our landfill closure
and post-closure accrual rate.

Upon adoption, SFAS 143 required a cumulative change in accounting for landfili obligations
retroactive to the date the landfill operations commenced or the date the asset was acquired. To do
this, SFAS 143 required the creation of the related landfill asset, net of accurnulated. amortization
and an adjustment to the capping, closure and post-closure labilities for cumulative accretion.

At January 1, 2003, we recorded a cumulative effect of a change in accounting principle of a net gain
of approximately $29.0 million (net of income tax expense of $19.4 million). In addition, we
recorded a decrease in our capping, closure and post-closure liabilities of approximately $100.4 mil-
lion, an increase in other long-term obligations of approximately $26.9 million, and-a decrease in our
net Iandﬁll assets of approximately $25.1 million.

Following is a summary of the balance shest changes for landfill assets and capping, closure and
post-closure liabilities at January 1, 2003 (in millions}: \,
' i t

. Decomber 31, 3"’“‘“’"?‘

_ N 2002 = Change 5003

Landfill 8556tS -.....evueeerernennnnnnn. UOTT © $2531.3  § 4085 $2,9408
Accumulated amortization.................. reeereiann e {657.8) {434.8) (1,0924)
Net landfill 8858tS ... o .oieireieeieeeeenerininreneeannans $1,873.5 § (25.1) $1,8484

Capping, closure, and post-closure liab!lities ................ $ 594.2 $(100.4) § 493.8
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Landfill assets —

We use the units of production method for purposes of calculating the amortization rats at each
landfill. This methodology divides the remaining costs (including any unamortized amounts re-
corded) associated with acquiring, permitting.and developing the entire landfill plus the present
value of the total remaining costs for specific capping events, closure and past-closure by the total
remaining disposal capacity of that landfill (except for capping costs, which are divided by the total
remaining capacity of the specific capping event). The resulting per unit amortization rates are
applied to each unit disposed at the landfill and are recorded as expense for that period. We
expensed approximately $256.8 million and $243.4 million, or an average of $3.29 and $3.17 per ton
consumed, related to landfill amortization during the years ended December 31, 2004 and 2003,
respectively. Landfill amortization expense for the year ended December 31, 2002 would have been
$209.6 million, or an average of $2.89 per ton consumed, if we had been accounting for landfill
retirement obligations under:SFAS 143, since January 1, 2002. The foliowing is a roliforward of our
investment in our landfill assets excluding land held for permitting as landfills (in mllirons)

Net Bnnk :
. Value of Capping,
Landfills Landfill Closure and
Net Book Value st Acquired, net of Development Post-Closure Landfill Net Book Value at
December 31, 2003  Divestiy Costs Accruals  Amortization Other’”’  December 31, 2004
$1,966.5 16 6 2023 46.8 (256.8) 24.4 $2,089.8

) Relates primarﬁy to amoums transtferred from land or land held for parmitting as landfills o landfill {for projects that have
met the criterla for probable expansaun during 2004].

Costs associated with developing the landfill include direct costs such as excavation, liners,
leachate collection systems, methane gas collection system installation, enginsering and legal fees,
and capitalized interest. Estimated total future development costs for our 166 active landfills at
December 31, 2004 was approximately $4.0 billion, excluding capitalized interest, and we expact
that this amount will be spent over the remaining operating lives of the landfills.

We classify disposal capacity as either permitted (having received the final permit from the
govemning authorities) or probable expansion. Probable expansion disposal capacity has not yet
received final approval from the regulatory agencies, but we have determined that certain critical
criteria have been met and the-successful compistion of the expansion is highly probable. Our
requirements to classify disposal capacity as probable expansion are as follows:

1."We have control of and access to the land where the expansion permit is being sought.

2. All geologic and other technical siting criteria for a fandfill have been met, or a variance from
such requirements has been received (or can reasonably be expected to be achieved).

3. The political process has been assessed and there are no identified impediments that cannot
be resolved.

4. We are actively pursuing the expansion permit and have an expectation that the final local,
state and federal parmits will be recaived within the next five years.

5. Senior operations management approval has been obtained.

Upon succassfully meeting the preceding criteriz, the costs associated with developing, construct-
ing, closing and monitoring the total additional future disposal capacity are considered in the life-
cycle cost of the landfill and reflected in the calculation of the amorhzatlon rate and the rate at which
capping, closure and post-closure is accrued.
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We, together with our engineering and legal consuftants, continually monitor the progress of
obtaining local, state and federal approval for each of our expansion permits. If it is determined that
the expansion no longer meets our criteria, the disposal capacity is removed from our total available
disposal capacity; the costs to develop that disposal capacity; and, the associated capping, closure
and post-closure costs are removed from the landfilt amoriization base, and rates are adjusted
prospectively. In addition, any value assugrled to probable expansion capacity is written-off to
expense dunng the period in which |t Is determined that the criteria are no longer met.

Cappfng, closure and post-c!osure _——

In addmon to-our. portfollo of 166 active landﬁlls we own of have responsibil[ty for 113.closed
landfills no longer accepting waste. As individual areas within each. landfill reach capacity, we-are
reguired to. cap and close the areas in accordance with the landfill site permnit. Generally, capping
activities include the installation of compacted clay, geosynthetic liners, drainage.channels, com-
pacted solil layers and vegetative soll barriers over areas of a landfill where total airspace has been
consumed and waste s no longer being received. Capplng activities occur throughout the !|fe of the
landfill. .

Closure costs are those costs incurred after a landfill site stops receiving waste, but prior to being
certified as closed. After the entire landfill site has reached capacity and is closed, we are required
to maintain and monitor the site for a post-closure period, which ‘generally extends for a périod of
30 years. Post-closure requirements include maintenance and ‘operational costs of the site and

monitoring the methane gas collection systems and groundwater systems, among other post- -

clostre activities. Estimated costs for capping, closure.and post-closure.as required under Subtitle
D regulations- are compiled and updated annually for each landfill by local and regional company
engineers. The following table is a summary of the capping, ciosure: and post-closure costs {in
millions): :

December 31,
_ - 2004
Discounted Capping, Closure and Post-Closure Liability Recorded: ‘ o
Current POrtion ..................u... e, e $ 714
Non-Current Portion ............... P O UOU S PO 557.8:
8 eeeieaiaaeies $629.2

.1 $ 714
1. 4 O 73.5
P 1 68.7
P21 e 70.9
=11 R A U 729
LI === 1= s 2,815.1
Estimated Remaining Undiscounted Capplng, Cfosure and Post-Closure Costs to be

1= 1 T [~ e $3,172.5
Estimated Remaining Discounted Capplng, Closure and Post-Closure Costs to be o

Expended.......cooviiiiiiiii e e TITTTTTTROR fereae e, $1,0171
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Total remaining discounted costs to be expended include the recorded liability on our balance sheet
as well as amounts expected to be recorded in future periods as disposal capacity is consumed.

SFAS 143 requires landfill obligations to be recorded at fair valus. Quoted market prices in active
markets are the best evidence of fair value. Since quoted market prices for landfill retirement
obligations are.not available to determine fair value, we use discounted cash flows of capping,
closure and post-closure cost estimates to approx|mate fair value. The cost estimates are prepared
by our local management and third-party engineers based on the applicable local, state and federal
regulations and site specific permit requirements and are intended to approximate fair value.

Capping, closure and post-closure costs are estimated for the period of performance utilizing
estimates a third party would charge (including profit margins} to perform those activities in full
compliance with Subtitle D. If we perform the capping, closure and post-closure activities internally,
the difference between amounts accrued, based upon third party cost estimates (including profit
margins) and our actual cost incurred is recognized as a component of cost of operations in the
period earmed. An estimate of fair value should include the price that markstplace participants are
able to receive for bearing the uncertainties in cash flows. However, when utilizing discounted cash
flows, reliable estimates of market risk premiums may not be obtainable. In our industry, there Is no
market that exists for sefiing the responsibility for capping, closure and post-closure independent of
selling the entire landfill. Accordingly, we believe that it is not possible to develop a methodology to
reliably estimate a market risk premium and have excluded a market risk premium from our
determination of expected cash flows for capping, closure and post-closure liability. Our cost
estimates are inflated to the period of psrformance using an estimate of inflation which is updated
annually (2.5% was used in both 2004 and 2003).

We discount our capping, clostre and post-closure costs using our credit-adjusted, risk-free, rate.
Capping, closure and post-closurs liabilities are recorded in layers and discounted using the credit-
adjusted risk-free rate in effect at the time the obligation is incurred (7.5% in 2004 and 9.0% for all
periods prior to 2004). The credlt—adjusted risk-free rate is based on the risk-free interest rate on
obligations of similar maturity adjusted for our own. credit rating. Changes in our credit-adjusted,

risk-free rate do not change recorded liabilities, but subsequently recognized cbligations are
measured using the revised credit-adjusted, risk-free rate. .

Accretion expense Is necessary to increase the accrued capping, closure and post-closure accrual
balance to its future, or undiscounted, value. To accomplish this, we accrete our capping, closure
and post-closure accrual balances using the same credit-adjusted, risk-free rate that was used to
calculate each layer of the recorded liability. Accretion expense on recorded landfill liabilities is
recorded to cost of operations from the time the liability is recognized until the costs are paid.

We charged to cost of operations approximately $48.0 million and $44.3 million, or an average of
$0.61 and $0.58 per ton consumed, related to accretion of the capping, closure and post-closure
liabilities during the years ended December 31, 2004 and 2003, respectively. Accretion expense for
the year ended December 31, 2002 would have been $42.1 million, or an average of $0.58 per ton
consumed, if we would have been accounting for capping, closure and post-closure obligations
under SFAS 143 since January 1, 2002. Changes In estimates of costs or disposal capacity are
treated on a prospective basis except for fully incurred capping events and closed landfills which are
recorded immediately in results of operations.

Landfill maintenance costs —

Daily maintenance costs incurred during the operating fife of the landfill are expensed to cost of
operations as incurred. Daily maintenance costs include leachate treatment and disposal, methane
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gas and groundwater system monitoring .and maintenance, interim cap maintenance, enwronmental
monitoring and costs associated with the application of daily cover materials.

Financigl assurance costs —

Costs of financial assurances reiated to our capping,- closure and post-closure obhgatnons for open
and closed landfills are expensed to cost of operations as lncurred

Enwronmenra! costs —

We engage third-party environmental consulting firms to assist us in conducting environmental
assessments of existing landfills or other properties, and in connection® with companles acqulred
from third parties.

We cannot determine with precision the uitimate amounts for environmental llablllties We make
estimates of our potential fiabilities in consultation with our third-party envlronmentai engineers and
legal counsel. These estimates require assumptions about future events due to a number of
uncertainties including the extent of the contamination, the appropriate remedy, the financial viability
of other potentially responsible parties and the final apportionment of responsibility among the
potentially responsible parties. Where we have concluded that our estimated share of potential
liabilities is probable, a provision has been made in the consolidated financial statements.

Our ultimate (abilities for enwironmental matters may differ from the estimates used in our

assessment to date. We periodically evaiuate the recorded liabilities as additional information.

becomes available to ascertain whether the accrued liabilittes are adequate. We have determined
that the recorded undiscounted liability for environmental matters as of December 31, 2004 and
2003 of apprbxrmatel'y $304.8 million and $337.4 million, respectively, represents the most probable
outcome of these contingent matters. We do not reduce our estimated obligations for proceeds from
other potentially responsible parties or insurance companies. If receipt is probable, proceeds are
recorded as an offset to environmental expense in operating income. There were no significant

recovery receivables outstanding as of December 31, 2004 or December 31, 2003. We do riot expect’

that adjustments to estimates, which are reasonab!y possible in the near term and that may result in
changes to recorded amounts, will have a material effect on our consolidated liquidity, financial
position or results of operations. However, we believe that it is reasonably possible the uitimate
outcome of environmental matters, excluding capping, closure and post-closure costs- oould result
in approximately $20 miflion of additional fiability.
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The following table shows the activity and balances related to environmental accruals and for
capping, closure and post-closure accruals related to open and closed landfills from December 31,
2001 through December 31, 2004 (ln miliions ): :

Environmental aceruals™..............

Open landfills capping, closure and
post-closure accruals..............

Closed landfills. capping, closure and

post-closure accruals. ............. )

Environmental accruals ..............
Open landfills capping, closure and

post-closure accruals.............. :

Closed landfills capping, closure and
post-closure accruals..............

Environmental accruals ..............
Open landfills capping, closure and

post-closure accruals..............

Closed landfills capping, closure and
post-closure accruals..............

Balance at Charges to Other Balance at
12131/0% Expense Charges'”  Payments  12/31/02
$ 3954 § — $ (25) $ (27.8) ' $365.1
343.1 547 (149)  (467) 3362
2658 158 - 6.6 (30.2) 258.0
-$1,004.3 $70.5 $(10.8) $(104.7) $959.3
Balance at  Charges to Othier - Balance at
12/31/02 Expense -~ Charges'”  Payments  12/31/03
$365.1 $ — § (28) $(249) $3374
336.2 28.0 31.3 (19.1) 3764
258.0 16.3 (71.7) (31.1) 171.5
$959.3 $44.3 ${43.2) §$(75.1) $885.3
Balance at Charges to Other Balance at
12/31/03 Expense Charges'”  Payments  12/31/04
$337.4 5 — $(0.8) $(31.8) $3048
376.4 326 31.4 {29.8) 410.6
171.5 15.4 66.5‘;' l (28.8) 2186 ‘
$885.3 $48.0 $91.1 $(90.4) §$934.0

") Amounts consist primarily of liabifities related to acquired and divested companies, and the cumulative effect of change in
accounting principle related to the adoption of SFAS 143 (2003 only) and additions of capping, closure and post-closure
liabiitties recorded to landfill assets during the period. In 2003 and prior years, liabllities and receivables associated with
two closed landfills capping, closure and post-closure obligations that were insured or funded in state regulated trusts

“were reporied as a net value. During 2004, both the receivable and the liability are separately stated.

8. Employee Benefit Plans
Defined Benefft Pension Plans —

We have one qualified defined benefit retirement plan as a- result of the BFI acquisition. This plan
covers certain BFl employees in the United States, including some employeas sub;ect to collective.

bargalmng agreements.
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During 2002, the BFI Retirement Plan {BFI Pension Plan) and the Pension Flan of San Mateo
County Scavenger Company and Affiliated Divisions of Browning-Ferris Industries of California, Inc.
{San Mateo Pension Plan) were merged into one plan. However, benefits continue to be ‘deter-
mined under each of the two separate benefit structures. The BFI Pension Plan was amended on
July 30, 1999 to freeze future credited service, but interest credits continue to accrue. The benefits
not frozen under this plan are based on years of service and the employee’s compensation. The BFI
Pension Plan utilized a cash balance design.

The San Mateo Pension Plan covers substantially all employees at this Iocation but excludes
employees who are covered under collective bargaining agreements under which benefits' have
been the subject of good faith bargaining, uniess the-collective bargaining agreement otherwise
provides for such coverage. Benefits are based on the employee's years of service and compensa-
tion using the average of eamings over the highest five-consecutive calendar years out of the last
fifteen years of setvice. The San Mateo Pension Plan. was amended in July 2003 to provide
unreduced benefits, under certain circumstances, to participants who retire on or after January 1,

2004, at or after a special early retirement date. .

Our general funding policy Is to make annual contributions to the plan as detefmined to be required
by the plan’s actuary and as required by the Employee Retirement Income Security Act {ERISA). No
coninbutlons were required .during 2004 2003 or 2002 No contributions are anticipated for 2005.

Actuarial valuation reports were prepared as of the measurement dates of September 30, 2004 and
2003, and used as permitted by SFAS No. 132R, Employers’ Disclosures about Pensions and Other
Postretirement Benefits, for disclosures inciuded in the tables below.

The following table provides a reconciliation of the changes in the plan's benefit obligations and the
fair value of plan assets for the twelve month period ended September 30-(in millions): -
2004 - 2003

Projected benefit obllgahon at beginningof period . ...................Loll $338.2 $209.2
Service cost ... .. e e 08 09
INterest COSt. . i et e e et e e, 20.6 199
AmMEndment COSIS. ... i i it e it ia e et — S 20
Curtailment loss .............. TP s s - 11 —
Actuarial foss . ........ e, e ae e e, -8.2-. 280
Benefits paid ............ Veeeeneeiiee Pieeaa. et - _(158) - (11.8)
Projected benefit obligation atend of period ................ ... ... ... $353.0 $338.2
Fair value of plan assets at beginning of perlod ............................. $317.4 32776
Actual returnon.planassets ............c...coiiiiiii it . 378 - 516
Benefits paid .......... A At . {158) = (11.8)
Fair value of plan assets atend of period . ... ....... .ottt $339.4 - $317.4
Funded statlis ... ... i e i $(13.6) §(20.8)
Unrecognized net actuarial 1085 . ......... ...l 115.8 123.6
Unrecognized prior service €ost...... ... it e 0.8 24
Prepaid penslon 8888, ... .. o i i i it i e $103.0 %1049
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The following table prowdes the amounts recognlzed in the consolidated balance sheets as of
December 31 (in millions}:

_ 2004 2003
Prepaid pension asset .................. ... SURTRTRI e "$ 103.0 $ 1049
Accrued benefit liabllity............ e e et .. _(114.4) _(120.0)
Net pensionfiability ..........cooiiiiii it {11.4) (15.1)
H Y= TaTo 101 =111 - KU 0.8 2.0
Accumulated other comprehensive loss before tax benefit ............. U 113.6 118.0
Net amount recognized ............eeeeeeianenns ST $ 1030 § 1049

The accumulated benefit obligation for our defined benefit’ pension plan was $350.8 million and
$332.6 million at December 31, 2004 and 2003, respectively. The primary difference between the
projected benefit obligation and the accumulated benefit obligation is that the projected’ benefit
obligation Includes assumptions about future compensation levels and the accumulated benefit
obligation does not.

The following table provides the components of net periodic benefit cost (income) for the years
ended December 31 (in millions): '

_ 2004 2003 2002
L a1 N o < S $ 08 % 08 § 09
Interest coSt. ... .o i e 20.6 19.9 19.3
Expected returm on plan @5Set5 ......veuuneeesvrrnainaeaeeraanans (28.0) (258) (30.4)
Recognized net actuanal 1088 . ......iccennrirriiiiiniineiinneian, 7.2 8.3 20
Amortization of prior service cost .........oiiieiiiiieiiia e 0.1 0.1 —_
Cuntalimentioss ....... ... ..ol 1.1 — —
Net penodlc benefit cost (mcome) ................................ $ 18 § 33 § (8.2)

The following table provides additionat information regarding our pension pian for the years ended
December 31 (in millions, except percentages):
2004 2003 2002

Increase (decrease) in minimum pension liability |ncluded in other

comprehensive income, net of tax T $(2.6) $(40) $ 748
Actual retum on plan assets ......ieviiiiiiiiiii it e i $37.8 $51.6 §(14.7)
Actual rate of return on plan assets ................................. 11.9% 19.0% {4.8)%

The assumptions used in the rneasurement of our beneﬁt obligations for the current year and net
periodic cost for the following year are shown in the following table {weighted average assumptions
as of September 30):

2004 2003 2002

DiSCOUNE FARE . ..t r i it i a i s 6.00% 6.26% 6.75%
Average rate of compensation increase............. e eieeaaaeeanan 400% 4.00% 4.00%

Expected retum on planassets ......................... i 8.50% 9.00% 9.50%
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We determine the-expected long-term rate of return by averaging the expected eamnings for the
targst asset portfolio. In developing our expected rate of return assumption, we evaluate an analysis
of historical actual performance and long-term returm projections from our investment managers,
which give consideration to our asset mix and anticipated length of obligation of our plan.

We employ a total retumn investment approach whereby a mix of equities and fixed: income
investments are used to maximize the long-term return of plan assets for a prudent level of risk. The
intent of this strategy is to minimize plan expenses by outperforming plan liabilities over the long
run. Risk tolerance is established through careful consideration of plan liabilities, plan funded status,
and.corporate financial condition. The investment portfolio contains a diversified blend of equity and
fixed income investments. Furthermore, equity investments are diversified across U.S. and

non-U.S. stocks as well as growth, value, and smail and large capitalizations. Derivatives may be
used to gain market exposure in an efficient and timely manner; however, derivatives may not be
used to leverage the portfolio beyond the market value of the underlying investments. Historically,
we have not invested in derivative instruments in our investment portfolio. Investment.risk is
measured and monitored. on an ongoing basis through annual liability measurements, periodic
asset/liability studies, and quarterly investment porifolio reviews.

The following table summarizes our plan asset allocation at September 2004 and 2003, target

allocation for 2005, and expected long-term rate of return by assst category for calendar year 2004:
I;Pl;ﬂl"cmtage of

Target Assets at  weigiiad A Expected

Afigcation September 30, | ong Torm Rate of Retum for

7004 2003 Calendar Year 2004
Equity securities ................. YT 60 % 62% 61% 10.2%
Debt securities..............ooeivninat, 40% 3B8% 39% T1%
Total . .o 100%  100% 100% 9.0%

The following table provides the benefit payments made durtng 2004 and 2003 and estimated future
benefit payments:

Benefit payments: : )
L [P 511.8

L 15.9
Estimated future payments : -

2005 . it A e, $10.2
2006 ...........0eens, e ae e aa et eneiae it rena s e ey srereaesaa .. 107
210 114
2008 L et e e 117
2000 .. e e e e e 124
Years 2010 — 20714 ... i et ra et eaeeraaaaean 77.7

Supplemental Executive Retirement Plan —

Under our Supplemental Executive Retirement Plan (SERP), which was adopted by the Board of
Directors effective August 1, 2003, we will pay retirement benefits to certain executives employed by
us. Executives that participate in the SERP are selected by the Board of Directors. At December 31,
2004 and 2003, there were ten and cne participants, respectively in the plan. In January 2005, two
additional executives became participants. Qualifications to receive retirement payments under the
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SERP are outlined In each executive's employment agreement. Depending on the terms of the
specific agreement, upon bona fide retirement from Allied (a) the sum of the executive’s age and
years of service with the Company must equal at least 63 and (b) the executive must have
completed at least 5 to 2C years of service with the Company. Executives who meet these and
certain other requirements of their agreements wiil be entitied to maximum retirement payments for
each year during the ten years foliowing retirement in an amount equal to 60% of their average base
salary during the three consecutive full calendar years of employment immediately preceding the
date of retirement.

The net periodic benefit cost for this plan, recorded in selling, general and administrative expenses
was $3.0 million and $0.5 million in 2004 and 2003, respectively. The benefit cost in 2004 includes
amortization of prior service costs of $2.1 million and a curtailment gain of $0.6 million related to one
executive leaving the p'an during the year. The projected benefit obligation at December 31, 2004
and 2003 was $15.2 million and $1.8 miliion, respectively. The accumulated benefit obligation at
December 31, 2004 and 2003 was $12.1 million and $1.7 million, respectively. The primary difference
between the projected benefit obligation and the accumulated benefit obligation is that the projected
benefit obligation includes assumptions about future compensation levels and the accumulated
bengfit obligation does not During 2004, additions of participants to the SERP increased the
obligaticn by $14.9 million and the termination of one executive reduced the obligation by $4.0 mil-
lion. The SERP is not funded. At December 31, 2004, we have an accrued liability for the SERP in the
amount of $3.5 miilion and a minimum liability and intangible asset in the amount of $8.6 million
recorded on our consolidated balance shest.

Actuarial assumptions used in the measurement of the obligation and expense include a discount
rate of 6.0% and 6.25% and an average rate of compensation increase of 3% for December 31, 2004
and 2003, respectively. Estimated payments under the plan are approximately $0.4 million in 2005,
2006, and 2007 and approximately $0.6 miliion in 2008 and 2009. Payments for 2010 through 2014
are anticipated to total approximately $5.0 million.

407k Plan —

We sponsor the Allied Waste Industries, Inc. 401 (k) Plan (401 (k) Plan) a defined contribution plan,.
which is available to all eligible employees except those represented under collective bargaining
agreements where benefits have been the subject af good faith bargaining. Eligible employses may
contribute up to 25% of their annual compensation on a pre-tax basis. Participants’ contributions are
subject to certain restrictions as set forth in the Internal Revenue Code. We match in cash 50% of
employee contributions, up to the first 5% of the employese’s compensation which is deferred.
Participant's contributions vest immediately, and the employer contributions vest in increments of
20% based upon years of service. Our matching contributions totaled $9.1 million, $9.4 million, and
$9.4 million for fiscal years 2004, 2003, and 2002, respectively.

Long-Term Incentive Plan —

Effective January 1, 2003, the Management Development/Compensation Committee of the Board of
Directors granted new long-term performance incentive awards to key members of management for
the fiscal 2003-2004 and 2003-2005 performance periods. On February 17, 2005, incentive goals
and awards were established for the 2005-2007 performancs period. Such awards are intended to
provide continuing emphasis on spacified performance goals that the Management Development/
Compensation Committee considers to be important contributors to long-term stockholder value.

The awards are payable only if we achieve specuﬁed performance goals. The performance goals set
by the Management Development/Compensation Committee may be based upon the metrics
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reflecting one or more of the following business measurements: eamnings, cash flow, revenues,
financial return ratios, debt reduction, risk management, customer satisfaction, and total stock-
holder returns, any of which may be measured either in absolute terms or as compared with another
company or comparies or with prior-periods. Under ceriain circumstances, the Management
Devslopment/Compensation: Committee has the discretion to adjust the performance goals that are
set for a performance period. -

We record an accrual for the award to be paid in the period earned based on anticipated
achievement of the performance goals. All awards are forfeited if the participant voluntarily
terminates employment or is discharged for ¢ause. Participants may be given the opportunity to
elect to recsive some or all of any payment in the form of shares of our common stock.

8. Preferred Stock

At December 31, 2004. we had 10 million shares of preferred stOck'auﬂ'lorized. '

Mandatory Canvemb!e Preferred Stock -

On April-9, 2003, we. issued 6.9 million sharas of Senes C Mandatory Convertible Preferred Stock
(Series C Preferred Stock), par value $0.10 at $50 per share, through a public offering for net
proceeds of approximately $333 million. The Series C Preferred-Stock has a dividend rate of 6.25%.
The Serles C Preferred Stock is mandatorily convertible on April 1, 2006. On the conversion date,
each share of Series C Preferred Stock will automatically convert into shares of common. stock
based on the following conversion table:

Applicable Market Value of Common Shares ‘ : ﬁmrsion,ﬁme
Less than or equal tc $8.30..... b et st e s e aeanaienanaaeeraeeaas 6.02:1
Between $8.30 and $10.13. ... ... et r e 6.02:1 to 4.94:1
Equal to or greater than $10.13 ................... e eeeseitereseaseeiaaaas 4.94:1

The Series C Preferred Stock is convertible into common stock at any time prior to April 1, 2006 at
the option of the holder at a conversion rate of 4.94. Any time prior to April 1, 2006, the Series C
Preferred Stock can be required to be converted at our option if the closing price of our common
stock is greater- -than $15.20 for 20 days within a 30-day consecutive period. if the conversion is
required by us, we are.required to pay the present value of the remaining dmdend payments
through April 1, 2006.-

Redeemable Preferred Stock —_

In connectlon with the BFI acquisition, our Board of Directors adopted a resolution creating a series
of one million shares of preferred stock having a par vatue of $0.10 per share. These shares were
designated as Series A Senior Convertible Preferred Stock (Preferred Stock) and were entitled to
vote on, among other things, all matters on which the holders of common stock are entitled to vote.

Each share of Preferred Stock had the number of votes equal to the number of shares of common
stock then issuable upon conversion. Shareholders. of Preferred Stock were entitled to cumulative
quarterly dividends in an amount equal to the greater of {i), the Preferred Stock share of common.
stock dividends paid based on the number of shares of common stock then issuable upon
conversion or {ii) the stated rate of 6.5% per annum of the sum of the liquidation preference plus
accrued but unpaid dividends for prior quarters. We were restricted from the payment under our
Credit Facility. Beginning July 30, 2004, the stated dividend rate on thé Preferred Stock would
Increase to 12% per annum for any dividends that are not paid in cash. If dividends were not paid in
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cash, the liquidation preference of the Preferred Stock increased by any accrued and unpaid
dividends.

The preferred stock had a redemption price of its then liquidation preference per share, together
with any accrued and unpaid dividends. Redemption of the Preferred Stock was at our option in
whole, but not in part, at any time on or after July 30, 2004. We had the right to redeem the Preferred
Stock in whole, but not in part, at the redemption price only if the then current market price of our
common stock exceeded $27 per share.

The preferred shareholders; who were represented by members of our Board of Directors who were
also holders of common stock, had the FAght to convert each share of Praferred Stock into the
number of shares of common stock obtained by dividing the redemption price plus any accrued and
unpaid dividends on the conversion date by the conversion price of $18 per share, subject to
customary anti-dilution adjustments. Upon a change in control, we were required to make an offer to
purchase for cash all shares of Preferred Stock at 101% of liquidation preference plus accrued but
unpaid dividends.

From its issuance ﬂ\rough December 18, 2003, approx:rnately $326.9 million or $327 per share had
been added to the liquidation preference of the preferred stock for accrued but unpaid dividends.

On December 18, 2003, we exchanged the Series A Preferred Stock outstanding for 110.5 million
shares of our common stock. The Serfes A Preferred Stock had a stated value of $1.327 billion at
December 18, 2003, the exchange date, which represented the original issuance amount plus
cumulative accrued and unpaid dividends.

The terms of the exchange were approved by a special committee of disinterested directors of our
Board of Directors and were approved by the full Board of Directors. Tha special committes was
advised by an independent financial advisor in connection with this transaction. The completion of
this transaction was subject to certain approvals, including approval by our shareholders. We
obtained shareholder approval at a special meeting of the sharsholders held on December 18, 2003."
Under the terms of the exchange agreement, the holders of the Series A Preferred Stock were
restricted from selhng the shares of common stock they recewe for one year from the exchange
date. .

Due to the change in the original conversion terms, we were required to quantify the accounting
effect of the change in conversion terms and reduce net income available to common shareholders
by the corresponding amount. Accordingly, we recorded & non-cash conversion charge of
$496.6 million, which was reflected as a reduction to net income available to common shareholders,
but had no effect on total stockholders’ equity because offsetting amounts were recorded to
additional paid-in capital. The non-cash conversion charge was calculated as the markat value of
tha shares of our common stock issued in excess of the shares of common stock that the holders of
the Series A Preferred Stock could have converted into under the original terms of the Series A
Preferred Stock. The market value was based on the closing price of our common stock on the date
shareholder approval was obtained.
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| 10. Stockholders’ Equity

Woe had 525 million shares of Allied common stock authorized at December 31, 2004 The par value
’ of these shares is $0.01. . .

On April 9. 2003, we issued 12,048,193 shares of common stock, bar value $0.01, through a public
offering for net proceeds of approximately $34 million. On December 18, 2003, we issued 110.5 mil-
lion shares of common stock in exchange for all of the outstanding Series A Preferred Stock.

! The foliowing table.shows the activity and balances related to our common stock, (net of treasury
| shares of 0.7 million in 2004 and 0.6 milfion in 2003 and 2002) for the years ended December 31 (in

| millions):
) 2004 2003 2002
Balance at beginning of year........co i e 3201 1962 196.2
Common stock issued, net......... e s (4.1) 1226 {0.3)
Stock options and warrants exercised .......cooiiviiiii i 15 1.3 0.3
Balance at end of year ......... U PO 317.5 3201 196.2

11. Stock Plans

Stock options — . N
The 1991 Incentive Stock Plan (1991 Plan), the 1993 Incentive Stock Plan (1993 Plan) and the i
1994 Incentive Stock Plan (1994 Plan), (collectively the Plans), provide for the grant of non- :

qualified stock options, incentive stock options, shares. of restricted stock, shares of phantom stock
and-stock bonuses. The 1991 Plan limits the maximum number of shares that may be granted to not
more than 10.5% of the number of fully diluted shares of common stock on the.date of grant of an
award. The 1991.plan also limits awards in the form of restricted stock, stock bonuses; performance-
awards and phantom stock to not more than 25%-of the aggregate shares available to be awarded
or granted under the pfan and limits the maximum number of options granted to any employee under
the 1991 Plan to 500,000 per year. In addition, a maximum of 2 million common shares may be
granted under the 1994 Plan. No new equity awards may be granted or awarded under the 1993
Plan. After taking into account previously granted awards, awards covering approximately 17.0 mil-
lion shares of common stock were available under the Plans at December 31, 2004. The Manage-
ment Development/Compensation Committee of the Board of Directors generally determines the
exercise price, term and other conditions applicable to each option granted. Options granted under
the Plans, including options granted for 2004, have typically vested over three years. All of the
opttuns granted under the Plans expire ten years from thelr grant date.

The 1994 Amended and Restated Non-Employee Director Stock Option Plan provides for the grant
of non-qualified options to each non-employee member of the:Board of Directors at a price equal to
the fair market value of a common share on the date of grant The maximum number of shares
which may be granted under the plan is 1.75 million common shares. At December 31, 2004,
approximately 0.3 million common shares are available for grant. All options granted under the plan
to non-employee directors are fully vested and exercisable on the date of grant and expire ten years
from the grant date. .
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A summary of the status of our stock option plans at December 31, 2004, 2003 and 2002 and-for the
years then ended is presented in the table and narrative below (in millions):

o Years Ended December 31,
- ‘ 2004 2003 2002
Weighted Weighted © Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Options outstanding, beginning of year  20.0 $12.25 19.8 $12.18 167 °  $12.77
Options granted ........... e 08 11.44 3.0 11.40 46 - 1052
Options exercised_............. ... (1B) 773 . {11} 6.78- (0.3) " 8.40
Options forfeited or expired-......... ( 2,6) 13.55 {(1.7) 13.35 (1.2) 15.17
Options outstanding, end of year.... 16 1242 200 . 1225 198 12.18
Options exercisable, end of year .... 134 12.76 13.9 12.70 12.2 12.48

The weighted average fair value of options granted were $5.31, $5.65, and $5.54 for the three years
ended December 31, 2004. We account for our stock-based compensation plans under APB 25,
under which no compensation expense has been recognized, as all options have been granted with
an exercise price equal to the fair value of our common stock upon the date of grant

The fdllowing tables summarize information about stock options outstariding at December 31, 2004,
which are fully. vested, partially vested and non-vested (number cutstanding, in millions):

Fully Vested:
Options Cutstanding and Exercisable

Weighted Average  Weighted Average
Range of Exercise Prices ) - Number Qutstanding . Retnaining Life Exercise Price
$427-5963...... ST 18 4 years $ 822
$10.00-8$1225................. e 1.3 3 years $10.23
$1227-81981......cciiii 6.1 6 years $13.59
$20.15-82638.......cviiiiiiaee 1.4 4 years ' $21.48
Partially Vested;

- Options Cutstanding
' "+ Welghted Average  Welighted Average -
Ranger of Exercisg Pnces . Number Outstanding Bemalnlng Life Exercise Price
$9.03-511.00....cceeiinninaannnnn. 37 8 years - $10.10
SNMS57-31355. ... 1.9 9 years $12.27
v 7 Options Exercisable - B ' .
’ ' Weighted Averag Weighted A

Range of Exercise Prices . Num_ber Qutstanding -Reemainlng Life ® Exercise ﬁ@ge
$1 9.03-F11.00.. ... 2.2 B_years $10.20
$ME7-81355. ...l .08 ‘ 9 ysars . $12.28
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Non-Vested: .
Options Outstanding -
Weighted Average  Weighted Average
Range of Exercise Prices : Number Outstanding Remaining Life - Exercise Price
$.9.03-$1206........coouiienia.... 03 6 years $ 9.09

$1234-513.78. ... . 04 10 years $12.69

Restricted stock —

Under the terms of the Allied Waste Industries, Inc. Amended and Restated 1991 Incentive Stock
Plan, the Management Development/Compensation Committee may award restricted . stock to
certain individuals. Restricted stock {s common shares of Allied that cannot be sold or transferred
and that remain subject to forfeiture until the individual becomes '‘vested”. The Management
Development/Compensation Committee has awarded restricted stock to certain individuals pursu-
ant to-a Performance-Accelerated Restricted- Stock Agreement {PARSAP) and may make similar
awards in tha future. Under the terms of the PARSAP; an individual becomes partially vested after
4 years (1/7" at year 4 and 1/7™ each year thereafter until fully vested at year 10). Generally, if the
Individual's employment is terminated prior o vesting, the unvested shares are forfeited.

Vesting-also may. be accelerated if certain events occur. If an individual's employment is terminated

due to disability or death, any unvested PARSAP shares become fully vested at that time. If the:

individual’s employment is terminated after December 31, 2004, either by the company without
cause or due to retirement, a portion of unvested shares may become fully vested. The portion is
determined with reference to the number of months worked since the date of grant and the total
number of months in the original 10 year vesting period. Compensation charges are recorded to the
extent acceleration occurs or is estimated to occur.

Any unvested PARSAP shares will become fully vested in the case of a change in control. A
PARSAP participant may also be entitled to receive a “‘gross-up” payment for excise and income
taxes under Section 280G of the Intemal Revenue Code, under circumstances where a change in
control occurs in combination with certain set market prices per share of stock.

During 2000, the Management Development/Compensation Committes approved grants of approxi--

mately 7.0 million shares of restricted stock to key members of management under the PARSAP.
The weighted average grant-date fair value of shares granted during 2000 was $6.05. At Decem-
ber 31, 2004, 2.1 million shares, with a grant-date fair value of $5.88 have been forfeited. At
December 31, 2004 we have $6.2 million of deferred compensation related to this plan. At
December 31, 2004, 0.8 million of the shares are vested.

The Management Developmentl Compensation Committee approved grants of approxnmately
0.2 million and 0.4 million restricted stock units during 2004 and 2003, respectively, to key members
of management. These restricted stock units cannot be sold or transferred until they are fully
“vested”. The restricted stock units vest over a period of three years, at the end of which they are
automatically converted into shares of Allied’s common stock. The restricted stock units are subject
to forfeiture until they are fully vested. The weighted-average grant date fair vaiue of the restricted
stock units granted during 2004 and 2003 was $13.38 and $12.27, respectively. At December 31,
2004, 0.1 million of ali the restricted stock units were vested and we had approximately $3.8 mthon
in deferred compensation related to all of these awards.
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12. Net Income Per Common Share

Net income per common share is calculated by dividing net income, less dividend requirements on
preferred stock, by the weighted average number of common shares and -common share
equivalents outstanding during each period. The computation of basic earnings. per share and
diluted eamings per share is as follows (in millions, except per share data):

For the Years Ended
December 31,
. . 2004 2003 - 2002

Basic earnings per share computation: _
Income from continuing operations . .........cciviiiineiaeninn.a. - $580 %1112 $198.3
Less: dividends on preferred stock ... ... ... ... il 216 95.6 779
Less: non-cash conversion of Series A preferred stock ............ — 496.6 —
Income (loss) from continuing operations available to common '

shareholders ........ e err e s SEIRRITE $ 364 $(481.0) $1204
Weighted average common shares outstanding ................... - 3150 203.8 190.2
Basic earnings (less) per share from conﬁnuing operations ..... .. i$ 0.12° % (2.36) $ 0.63
Diluted earnings per share computation: ) -
Income from continuing operations. .........ccoieiiiiiiiiiiinan... $580 5 1112 $1983
Less: dividends on preferred stock.................ooon 21.6 95.6 77.9
Less: non-cash conversion of Series A preferred stock ............ — . - 496.6 —
Income {loss)} from continuing operations available to common

Shareholders ...... .o viiiiiri ittt i caa i rianss $ 364 $(481.0) $1204
Weighted average commeon shares outsténding ....... U, 315.0 203.8 190.2
Dilutive effect of stock, stock options, warrants and contingently

ISSUADIE SHAI®S. ... ..ivvieiriiricrareresiarenineraaiennnnnnss 4.7 — 3.3
Weighted average common and common equivalent shares ' '

outstanding ........ i 319.7 203.8 193.5
Dituted eamings' (loss) per share from continuing operations ....... $011 § (2.36) § 062

In calculating eamings per share, we have not assumed conversion of the following securities into
common shares since the effects of those conversions would not be dilutive (in millions):

For the Years Ended
Desember 31,
- 2004 . 2003 2002
Series Apreferred stock ... e — €68.5 66.5
Series C preferred StOCK . ........coooiuiie it 38.2 24.8 —
Stock OptioNs ... . 8.8 - 1.7 14.6

Senior subordinated convertible debentures..............covent.t. 7.8 —_
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13. Income Taxes

We account for income taxes using a balance -sheet approach whereby deferred tax assets and
liabilities are determined based-on the differences in financial reporting and income tax basis .of
assets, other than non-deductible goodwill; and liabifities. The differences are measured using the
income tax rate in effect during-the year of measurement. -

We have federal net operating losses of $481.2 miliion, with an estimated tax effect of $168.7 million,
avallable at December 31, 2004. If unused, material portions of these losses will begin to expire in
2018. Additionally, we have state net operating loss carryforwards available at December 31, 2004
that we expect will generate future tax savings of approximately $142 million. The state net
operating losses will expire at various times between 2005 and 2024 if not used. We have
established a valuation allowance of $107.1 million for the possibility that some of these state
carryforwards may not be used. The $15.4 million increase in the valuation allowance in 2004
reflects a $21.9 million increase due io state net operating loss carryforward bensfits in 2004 and a
$19.5 million- increase in the valuation allowance reflecting a reduction in our assessment of
' utilization due to changes in estimates, both partially offset by a $26.0 million decrease in the
: valuation allowance due to our decision to implement a change in our legal entity structure which
| reduced our available state net operating loss benefits and increased our assessment of utilization.
In addition to the net operat[ng loss carryforwards, we have federal minimum tax and other credit
camyforwards of approxlmately $11.9 million as of December 31, 2004; which are not sub]ect to
expiration. ;

The balance sheet classification and amount of the tax accounts established relating to acquisitions , \f’
are based on certain assumptions that could possibly change based ‘on the ultimate outcome of
certain tax matters. As these tax accounts were established in-purchase accounting, any future

changes relating to these amounts will result in batance sheet reclassifications, which may include

an adjustment to goodwill. The veluation allowance at December 31, 2004 includes approximately

$26.9 million related to the BFt acqmsmon. the subseguent reduction of whlch would result in an

adjustment to goodwill.

The components of the income tax provision consist of the following (in.millions):

Year Ended December 31,
2004 2003 2002

Current tax provision (benefit) ... ... ... $253 §181  § (0.1)
Deferred provision .........cviiniiiiiiaina .t e eedee.. o 468 70.6 165.7
Total......... e FOPTUTO . e,  $72.2° $88.7 $1656
The reconcifiation of the federal statutory tax rate to our effective tax rate is as follows:

Year Ended December 31,

2004 2003 2002
Federal StAtUtory taX M8 ... .....ovu'us e s en s eaeeneaneeeaneenenn, . 350% 35.0% 35.0%
Consolidated state taxes, net of federal benefit..................... .. 7.2 B.D 6.1
Interest on tax contingency, netof taxxbenefit .. _........... . ... ... 8.3 341 2.4
Non-deductible write-off of goodwill and husiness combination costs. .. 09 0.2 33
Other permanent diffarences ........c.ciiiiiiaiiiiranancnnann Creaeas 4.1 0.1 {1.3)
Effective tax rate ... ..ot i it e e 55.5% 44.4%  45.5%

"
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The components of the net deferred tax asset (liabiiity } are as follows {ln I'I'II"IDnS)

December 31,
_ 2004 2003

Deferred tax liability relating primarily to basis differences in landfills, fixed .

assets and other @ssets ... ...vooe i ittt $(611.3) #$(612.9)
Deferred tax assets relating to: _ _
Environmental, capping, closure and post-closure reserves ....... raiaeas 199.3 2386
OHhEr rBSEIVES ... . ettt iesranuntraersnrinerasnstrrenaiotssassnnens 93.1 69.3
Net operating loss and minimum tax credit carryforwards .................. 3226 348.0
Valuation allowance........... Neeeeeaaaaas e eeaeainas e e - (107.1) (91.7)
Total deferred tax asset.............. P e aieeeeeiean 507.9 565.2
Net deferred tax asset (liability) ......... D $(103.4) $ (47.7)

Deferred income taxes have not been provided as of December 31, 2004 and 2003, on approxi-
mately $28.5 million and $31 million, respectively, of undistributed earnings of Puerto Rican
affifiates, which are considered to be permanently reinvested. A determination of the U.S. income
and foreign withholding taxes, if these eamings were remitted as dividends, is not practicable.

On October 22, 2004, President Bush signed into law the American Jobs Creation Act of 2004. This
new law makes a number of income tax changes that could or will impact us in future years. Two of
the most significant changes ‘are the foreign dividend provisions and a new deduction for qualifying
domestic production activities. It does not appear that we could currently benefit from either of these
changes. However, we will continus to study the new law and any impact it may have on us.

We are currently under examination by various state and federal taxing authorities for certain tax
years, including federal incoms tax audits for calendar years 1998 through 2003. A federal income
tax audit for BFI's tax years ended September 30, 1996 through July 30, 1998 is complete with the
exception of the matter discussed below.

Prior to our acquisition of BFI on July 30, 19989, BFI operating companies, as part of a ‘risk
management initiative to effectively manage and reduce costs associated with certain liabllities,
contributed assets and existing environmental and self-insurance liabilities to six fully consolidated
BFi risk management companies {RMCs) In exchange for stock representing a minority ownership
interest in the RMCs. Subsequently, the BFI operating companies soid that stock in the RMCs to
third parties at fair market value which resulted in a capital loss of approximately $900 million for tax
purposes, calculated as the excess of the tax basis of the stock over the cash proceeds received.

©On January 18, 2001, the Internal Revenue Service (IRS) designated this type of transaction and
other similar transactions as a *potentially abusive tax sheiter” under IRS regulations. During 2002,
the IRS proposed the disallowance of alt of this capital loss. The primary argument advanced by the
IRS for disallowing the capital loss was that the tax basis of the stock of the RMCs received by the
BF! operating companies was required to be reduced by the amount of liabilities assumed by the
RMCs even though such liabilities were contingent and, therefore, not liabilities recognized for tax
purposes. Under the IRS view, there was no capital loss on the sale of the stock since the tax basis
of the stock should have approximately equaled the proceeds received. We protested the disallow-
ance to the Appeals Office of the IRS in August 2002.
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if the proposed disallowance is upheld, we estimate it could have a potential total cash impact of up
to $310 million for federal and state taxes plus accrued interest through December 31, 2004 of
approximately $81.6 million ($49.0 million net of tax benefit). We also received a notification from
the IRS proposing a penalty of 40% of the additional income tax resulting from the disallowance.
Because of several meritorious defenses we believe the successful assertion of penatties is uniikely.

We expect that sometime in the first haff of 2005, the Appeals Office of the IRS will uphold the
disallowance of the capital loss deduction. If this occurs, we would most likely litigate the matter in a
foderal court and we would be required to pay a deficiency of approximately $50 million for BFI tax
years prior to the acquisition. Thereafter, it would likely take a couple of years before the court
reached a decision and it is fikely that the losing party would appeal the decision to a court of
appsals. A settlement, however, could occur at any time during the litigation. process.

The remaining tax years affected by the capital foss issus are currently being audited by the IRS. A
court decision on the litigation would resoive the issue in these years as well. If we were to win the
case, the initiat payment would be refunded to us, subject to an appeal. If we were to lose the case,
the deficiency associated with the remaining tax years would be due. .

We-continue to believe our position is well supported. However, the potential tax and interest (but
not penalties) impact of a disallowance has been fully reserved on our consclidated balance sheet.
Also, the $50 million payment noted above has been reclassed from long-term liabllifies to current
liabilities. Therefore, with regard to.tax and accrued interest through December 31, 2004, a
disallowance would have minimal impact on our consolidated results of operations. The periodic
accrual of additional interest charged through the time at which this matter is resolved wilt continue
to affect consolidated results of operations. In_addition, the successful assertion by the IRS of
penalties could. have a material adverse impact on.our consolidated liquidity, financial position and
resuits from operanons

14. Commltments and Contmgencles

Litigation —

We are subject to. extensive and evolving laws and regulations and have implemented our own
environmenta] safeguards to respond to regulatory requirements..In the normal course of con-
ducting our operations, we may become involved in certain legal and administrative proceedings.

Some of these actions may result in fines, penalties or judgiments against us, which-may have an

impact on eamings for a particular period. We accrue for litigation and.regulatory compliance
contingencies when such costs are probable and can reasonably be estimated. We-expect that
matters in process.at December 31, 2004, which have not been accrued in the consolidated balance
sheets, will not have a material adverse effect on our consohdated liquidity, financial position or
results from operations. -

On August 9, 2004, August 27, 2004,7_a1:'id September 30, 2004, three putative class action lawsuits
were filed against us and four of our current and former officers in the U.S. District Court for the

District of Arizona. The lawsuits were consolidated into a single action on November 22, 2004, On .
January 14, 2005, the court entered. an order appointing lead plaintiffs, but to date, no consolidated:

suit has been filed.

The complaints -assart claims’ against all defendants under Section 10(b) of the Secuntles
Exchange Act of 1934 and Rule 10b-5 promulgated théreunder and claims against the officers under
Section 20(a) of the Securities Exchange Act. The complaints aflege that from February 10, 2004, to
July 27, 2004, the defendants caused false and misleading statements to be issued in our public
filings and public statements regarding our anticipated second quarter 2004 results. The lawsuits
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seek an unspecified amount of damages. This action is in its. early stages and we are not able to
determine whether-the outcome will have a material adverse effect on our consolidated resurts of
operations. We intend to defend the action vigorously.

In the normal course of conductlng our landfill opera'aons, we are invoived in legal and administra-
tive proceedings relating to the process of obtaining and defending the permits that allow us to
operate our landiills.

In June 19989, neighboring parties and the county drainage district filed a lawsuit seeking to prevent
BF1 from obtaining a vertical elevation expansion permit at one of our landfills in Texas. In 2001, the
expansion permit was granted. The parties opposing the expansion permit continued to pursue their
efforts in preventing the expansion permit. In November 2003, a judgment issued by a state trial
court in Texas, effectively revoked the expansion permit that was granted by the Texas Commission
on Environmental Quality in 2001 and would require us to operate the landfill according to a prior
permit granted in 1988. We are vigorously defending this expansion in the State Court of Appeals
and believe that the merits of our position will prevail. Operationally, if necessary, we will attempt to
obtain bonding that will allow us to continue to operate the landfill-as usual during the period of
appeals, which may continue two years or longer. If the appeal is not successful, the landfill may
become impalred and we may incur costs to relocate waste to another landfill and this matter could
result in a charge of up to $50 million to our consolidated statement of operations.

Royalties —

In connection with certain acquisitions, we have entered into agreements to pay royalties based on
waste tonnage disposed at specified landfills. The payments are generally payable quarterly and
amounts earned, but not paid, are accrued in the accompanying consolidated balance sheets.
Royalties are expensed as tonnage is disposed of In the landfill.

Lease agreements —

We have operating lease agreements for service facilities, office space and equipment. Future
minimum payments under non-cancelable operating leases with terms in excess of one year as of
December 31, 2004 are as follows (in millions):

1 $32.4
B U 30.0
211 N 247
P01 PN 20.2
2 1786
LIS =T 1 0= 498

Rental expense under such operating leases was approximately $21.2 million, $24.8 million and
$25.9 million for each of the three years ended December 31, 2004, respectively.

Employment agreements —

We have entered into employment égreements with certain of our executive officers for periods up
to two years. Under these agreements, in some circumstances, we may be obligated to pay an
amount up to three times the sum of the executive’s base salary and targeted bonus.

Additionally, under certain circumstances inclluding a change in control, as defined in the employ-
ment agreements, we have agreed to pay severance amounts equal to. three times the sum of the
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executive's base salary-and targeted bonus. Also, in the event of a change in control, certain
executives may be entitled to a gross-up of certain excise taxes incurred, provided that the fair
market value of our shares is at or greater than a specified price as of the date of the change in
control. If an executive’s employment is terminated under certain circumstances, the executive may
be entitled to continued medical, dental and/or vision coverage, continued vesting in PARSAP
awards and restricted stock units and continued vesting and exercisability of the executive's stock
options, and continued coverage under our directors’ and officers' liability insurance, among other
matters. In addition, certain executives may be entitied to retirement payments equal to up to 60% of
thelr base salary, paid over a period of 10 years under our supplemental executive retirement plan.

Effective October 4, 2004, we entered into an employment agreement with Charles H. Cotros, in his
capacity as Chief Executive Officer; for a term of not less than one year and not more than two
years. Mr. Cotros may, at his election, receive up to 50% of his salary in the form of our common
stock. If Mr. Cotros' employment is terminated under certain circumstances, within the first year of
his employment, we may be obligated to pay his salary for the remainder of that first year. We have
also agreed to pay Mr. Cotros' necessary business expenses, .including reimbursement for all
reasonable:costs incurred in commuting to the Company’s headquarters, and to maintain rentai
housing for Mr. Cotros in the vicinity of the Company’s headguarters. Mr. Cotros is not entitled to
retirement payments under our supplemental sxecutive retirement. plan.

See Note 15, Related Party Transactions, for discussion of arrangements with former executives,

Financial assurances —

We are required to provide financial assurances o governmental agencies under applicable
environmental regulations relating to our landfilf operations for capping, closure and post-closure
costs and performance under certain collection, landfill and transfer station contracts. We satisfy the
financial assurance requirements by providing performance bonds, letters of credit, insurance
policies or trust deposits. Additionally, we are required to provide financial assurances for our
insurance program and collateral required for certain performance obligations.

At December 31, 2004 we had the following financial assurance instruments (in millions):

Landfill
Closure/ Contract Risk/Casualty Collateral for
Post-Closure  Performance Insurance _Obligations Total -
Insurance Policies............ $ 6704 5 — 5 — 5 — $ 6704
SuretyBonds ................ 5158 - 494.4 —_— — 1,010.2
TrustDeposits ............... 777 —_ — — 7.7
Letters of Credit!" ........... 505.7 48.7 239.4 120.9 914.7
Total........ eeereereetanens $1,769.6 = $543.1 $239.4 $1209° $2,673.0

1} At December 31, 2004 these amounts were issued under the 2003 Revolver and the institutional Ietter of credit faclity
under our 2003 Credit Facility.

These financial instruments are. issued in the normal course of business and are not debt of the .

company. Since we currently have no liability for these financial assurance instruments, they are not
reflected in the accompanying consolidated balance sheets. However, we have recorded capping,
closure and post-closure liabilities and self-insurance as the liabilities are incurred under generally
acceapted accounting principles. The underlying obligations of the financial assurance instruments
would be valued and recorded in the consolidated balance sheets if it is probable that-we would be
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unable to perform our obligations under the financial assurance contracts We do not expect this to
occur. .

Off-balance shest arrangements —

Wae have ho off-balance sheet debt or simllar obligations, other than operatmg lsases and ﬁnancaal
assurance instruments discussed above which are not debt. We have no transactions or obligations
with related parties that are not disclosed, consolidated into or reflected in our reported results of
operations or financial position. We do not guarantee any third party debt.

Guarantees —

We enter into contracts in the normal course of business that include indemnification clauses.
Indemnifications relating to known liabilities are recorded in the consolidated financial statements
based on our best estimate of required future payments. Certain of these indemnifications relate to
contingent events or occurrences, such as the imposition of additional taxes due to a change in the
tax iaw or adverse interpretation of the tax iaw, and indemnifications made in divestiture agreements
where we indemnify the buyer for liabilities that may become known In the future but that relate to
our activities prior to the divestiture. As of December 31, 2004, we esttmate the contmgent
obligations associated with these indemnifications to be de minimus. .

We have entered into agreements to guarantee to property owners the value of certain property that
is. adjacent to landfills. These agreements have varying terms over varying. periods. Prior to
December 31, 2002, [iabilities associated with thess guarantees have been accounted for in
accardance with SFAS No. 5, Accounting for Contingencies, in the consolidated financial statements.
Agreements modified or entered into subsequent to December 31, 2002 are accounted for in
accordance with FIN 45 and were not significant in 2004 and 2003.

15. Related Party Transactions

Transactions with related parties are entered into .only upon approval by a majority of our
independent directors and only upon terms comparable to those that would be available from
unaffiliated parties. At December 31, 2004 and 2003, respectively, employea loans of $0.5 million
&nd $3.0 mililon were outstanding to current or former employees.

In October 2004, our Chairman and Chief Executive Officer resigned and our employment contract
with him was terminated. As a result of the termination of the contract, he will be entitled to certain
benefits fo be paid out primarily over the next three years. These benefits consist of a continuation
of salary and bonus over the next three years and the vesting of already granted restricted stock
and PARSAP shares, as well as a continuation of medical benefits for five years. The company
recorded an expense of approximately $15 million related to these benefits in the fourth quarter of
2004.

In December 2004, our Executive Vice President and Vice Chairman retired and our employment
contract with him was terminated. As a result, we incurred an expense of approximately $0.5 million
in 2004 primarily relating to the vesting of already granted restricted stock.. In addition, the former
Vice Chairman is expected o receive approximately $3.5 million in total instaliment payments over
the next ten years under the SERP (See Note 9).

In December 2004, we- reduced the balance of a non-recourse note receivable due from the
executive who was our Chairman and Chief Executive Officer from 1990 to 1996 using proceeds
from pledged options in our stock. The remaining balance in the amount of $1.5 million was written
off.
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in April 2008, our Executive Vice President, General Counse! repaid a $215,000 loan from the
Company. The loan was made in August 2000.

In February 2003, our Vice Chairman repaid a $3.5 million loan from the Company. The loan was
made in July 2001, pursuant to a refocation agreement and was collateralized by real estate. Interest
on the loan was at the applicable federal rate.

16. Segment Reporting

Our revenues are derived from one industry segment, which includes the collection, transfer,
recycling and disposal of non-hazardous solid waste. We evaluate performance based on several
factors, of which the primary financial measure is operating income before depreciation and

amortization. Operating income before depreciation and amortization is not a measure of operating

income, operating performance or liquidity under U.S. GAAP and may not be comparable to similarly
titled measures reported by other companies. Consistent with our decentralized operating structure,
management. of the company uses. operating income before depreciation and amortization in the
evaluation of field operating performance as it represents operational cash flows and is a profit
measure of components that are within the control of the operating units. The accounting policies of
the business segments are the same as those described in the Organization and Summary of
Significant Accounting Policies.{See Note 1).

We manage our operations through nine geographic operating segments: Atlantic, Great Lakes,

Midstates, Mountain; North Central, Northeast, Pacific, Southeast and Southwest. Each region is
responsible for managing several vertically integrated. operations, which are comprised of districts.
Results by segment have been restated for previous periods to reflect a change in organizational
structure that was effective October 1, 2004 (see Note 1). The tables below reflect certain
information relating to our continuing operations of our geographic operating segments for the
years ended December 31, 2004, 2003 and 2002 (in millions):

(..

Operat E'%lm:ume De
Depreciation and Capital
Revenues Amortization'" Amorlizauon Expenditures  Total Assets
2004: : : :
Atlantic ..........covvennns $ 536.1 $182.8 $ 54.9 $ 40.3 $ 1,299.0
GreatLakes............... 526.7 1806 . 779 61.8 1,619.5
Midstates ................. 478.1 169.1 70.8 70.0 1,453.9
Mountain ................. 546.5 208.0 - 56.6 89.4 1,375.1
North Central.............. 644.9 1954 743 715 1,855.5
Northeast ................. 703.9 1417 . 41.9 424 1,072.8
PacHiC ....cooeeveevnnnnnn. 7446 2349 55.1 714 1,272.8
Southeast...........cc..... 530.7 148.7 54.0 51.7 1,296.1
Southwest ................ 611.3 1821, 58.3 . 73.2 1,661.7
Total reportable segments.. 5,322.8 '543.8 5717 12,9064
Other® . .............. 39.2 - 155 = 112 587.5
Total per financial
statements.............. $5,362.0 $559.3 $582.9 $13,493.9
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Opammq Depreciation
Depreciation and -~ and Capital
Revenues Amortization Amortization  Expenditures  Total Assets

2003: )
Atlantic ................... $§ 5234 $179.1 $ 493 $ 401 $ 13532
GreatLakes............... 517.1 184.2 722 553 1,247.3
Midstates ................. 4809 192.2 67.4 54.3 1,216.8
Mountain ................. 551.5 206.4 527 62.7 1,664.0
North Central.............. 629.0 210.3 784 65.7 1,276.2
Northeast................. 8675 156.9 39.0 40.0 1,669.9
Pacific.................... 'B80.0 230.2 ' 487 54.9 2,258.5.
Southeast................. 543.9 163.2 ~ 583 452 926.2
Southwest .............. .. 595.9 183.2 70.1 65.1 1,1841
Total reportable segments..  5,209.2 ’ 536.1 483.3 12,797.2
Other® . __............... 385 8.9 8.5 1,063.7
Total per financial

statements............ .. $5.247.7 $546.0 5491.8 $13,860.9
2002:
Atlantic ................0 $ 5202 $185.5 $ 438 $ 531 $ 1,438.7
Greatlakes............... 523.1 196.9 61.3 54.9 1,255.7
Midstates ................. 4989.0 2149 57.7 60.9 1.207.7
Mountain ................. 5224 193.8 467 742 1,673.5
North Central.............. 594.8 206.9 65.2 78.8 12449
Northeast ................. 7021 160.2 40.2 384 1,765.0
Pacific........coeevvnnnnn. - 6584 2241 425 48.3 2,243.0
Southeast................. 5434 179.6 48.0 574 1,084.4
Southwest ............s... __ 5981 210.1 64.5 66.3 1,157.9
Total reportable segments. . 5,161.5 469.9 532.4 13,070.8
Other® ... ........... U 29.3 8.6 3.9 B58.1
Total per financial

statements .............. $5,190.8 $478.5 $536.3  $13,928.9

) gee fallowing table for reconcifiation to income from continuing operations befare income taxes and minority interest per
financial staternents.

2} amounts relate primarlly to our subsidiaries which provide services throughout the organization and not on a region basis.
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Reconciliation of reportable segment primary measure of profitability to income from continuing
operations before income taxes and minority interest: (in millions):

Year Ended December 31,
2004 2003 2002

Total operating income befare depreciation and amartization for

reportable segments ...................................... $1,643.3 $1,705.7.. $1,772.0
Other! ! L e e (197.6) (125.0) (83.0)
Depreciation and amortxzaﬁon ............................... 559.3 546.0 478.5
Non-cash gain on divestiture ofassets ....................... — - (9.3)
Interest expense andother ...............cooniviiiaaiaa.s 758.9 832.9 854.0

Income from continuing operations before income taxes and

minority interest ... ... Lol $ 1275 § 2018 § 365.8

0} Amounts relate primarily to our subsidiaries which provide services throughout the organization and not on a region basis.

Amounts and percentages of our total revenue from continuing operations attributable to setvices
provided {in millions):

Year Ended December 31,

i 2004 2003 2002
Gollection
Residential ..... .. ..o e e $1,162.0 $1,1328 §$1,1129
COMMEICIAl . ... ci ittt ittt e it irsrrencnnrancsaasnnann 1,350.4 1.373.8 1,397.6 _
Rolloff!) ... 11986 1,1856  1,2034 \—,
‘ Recycling ....... e et et de e ettt 208.6 202.2 204.0 ;
| Total Collection...........covvueeenn... PR 39196 38944 39179
Disposal .
Landfll. .. e . 642.6 £633.4 586.3
Transfer ....... e e e a et 436.0 400.6 384.7
Total Disposal . ... i 1,078.6 1,034.0 971.0
Recycling—Commodity.........coocciiiiir it : 235.4 194.8 165.8
Lo - 128.4 124.5 136.1
Total REVENUES . ...ttt ittt e et ea i reacaenaaas $5,362.0 $5247.7 $5,190.8

™ Consists of revenus generated from comsmercial, indusirial and residential customers from wasts coflected in rofoff
contaners that are loaded onto collection vehicles. Roll-off containers are generally uncovered containers that range in
| size from 20 to 40 cubic yards.
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The revenues, income before depreciation and amortization, depreciation and amortization, capitai
expenditures and total assets reported as discontinued operatlons up to the divestiture date in 2004

by geographic area are as follows (in millions):

125:

Income {Loss)
Before Depreciatlon
D fation and Total
Reventres zation Amorﬁzatlan Expenditures Assets

2004: .
Northeast .............. FRPP 5 — $(04) $ — $ — § —
Southeast ..................0e. 13.4 {(1.7) 0.7 —_ —
Total reportable segments....... $ 134 ${2.1) $ 0.7 " — 5 —
2003:

CAHantic. ... ..o.oieieieeen 3 436 $14.3 $ 21 $ 24 5 —
Mountain . ..t . vveevennemnnn. 6.4 1.7 0.5 {0.2) —
Northeast ................ ceen. - 487 6.6 3.0 — —
Southeast ..................... 157.0 247 8.0 6.3 44.3
Total reportable segments ...... $252.7 $47.3 $13.6 $ 85 $ 443
2002: -

Atlantic. .......... ... ..., $ 518 $147 $ 28 " $05 $ 16.8
MOUNtaln . ..oveeviveieeeennnss 134 27 1.0 0.6 69
Northeast ..............cvene. 75.6 3.1 46 28 36.5
Southeast ..................... 185.7 33.7 96 21 67.0
Total reportable segments ...... $326.5 $54.2 $18.0 $ 6.0 $127.2
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ALLIED WASTE INDUSTRIES, INC. o
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

17. Selected Quarterly Financial Data (unaudited) .

The following tabies summarize the unaudited consclidated quarterly results of operations .as
repotted for 2004 and 2003 {in millions, except per share amounts):

First Second Third Fourth
Guarter Quarter Quarter Quarter

2004
REVENUBS . ..ottt i et ieaee e iranrananans $1,2748 $1,3623 $1377.7 $1347.2
Income {loss) from continuing operations ......... ' 5.0 (8.4) 455 169 i
Net income (Ioss) available to common
shareholders!™ . ... ... ..o (2.4) (20.6) - 38.7 12.0

Basic eamings (loss) per common share available
to common shareholders:

Income (loss) from continuing operations ....... (0.00) {0.05) 0.13 0.04
Netincome (loss) ........oonniiiiiiiian.., (0.01) (0.07) 012 0.04

Diluted earnings (loss) per common share available
to common shareholders:

Income {loss) from continuing operations ....... {0.00) {0.05) 0.13 0.04
Netincome (loss) ......coiiiiiiiiiiienan.. - (0.01) (0.07) 0.12 0.04
2003 .
REVENUES .. oot ciriee e carieiiennans $1,231.1  $1,3425 $1,361.6 $1,3125
Income from continuing operations ................ .27.5 1941 485 16.1
Net income (loss) available to common '
, shareholders™ . .,..... .. ... ... ...l 42,2 56 11.9 (523.2)

Basic earmnings (loss) per common share available
to commaon shareholders:

Income (loss) from continuing operations ....... 0.04 {0.03) 0.11 (2.29)
Netincome (1088) ........cvvviiiiiniininnnnns 0.22 0.03 0.06 (2.38)

Diluted eamings (foss) per common share available
to common shareholders:

Income {loss) from continuing operaﬂons ....... 0.04 (0.03) 0.11 (2.29)
Netincome (FOSS) ......oovviiiiinneiinenns. 0.22 0.03 0.06 {2.38)

'} The fourth quarter of 2004 included $18 million ($11 million after tax) of realignment and executive departure costs and a
$10 million ($6 milfion after tax) reduction in employee health claims expense.

2 we reduced net income avallable to shareholders by $496.6 miliion for the non-cash conversion of the Series A Preferred
Stock in the fourth quarter of 2003 (see Note 9 for additional discussion).
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ALLIED WASTE INDUSTRIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

18. Condensed Consolidating Financial Statements

The 1998 Senior Notes, 1999 Notes, 2001 Senior Notes, 2002 Senior Notes, 2003 Senior Notes,
January 2004 Senior Notes and April 2004 Senior Notes issued by Allied Waste North America, Inc.
{Allied NA), {our wholly owned subsidiary), and certain debt issued by BFl are guaranteed by us.
All guarantees (including those of the guarantor subsidiaries) are full, unconditional and joint and
several of Allied NA's and BFI's debt. Presented below are Condensed Consolidating Balance
Sheets as of December 31, 2004 and 2003 and the related Condensed Consolidating Statements of
Operations-and Cash Flows for the years ended December 31, 2004, 2003 and 2002 of Allied Waste
Industries, Inc. (Parent), Allied NA (Issuer), the guarantor subsidiaries (Guarantors) and the
subsidiaries which are not guarantors {Non-guarantors). Effective March 30, 2004, we amended
our 2003 Credit Facility which resulted in certain non-wholly owned guarantor subsidiaries becoming
non-guarantors. Based on the structure of the senior notes and certain of BFI's debt discussed
above, this amendment affected the guarantees of Allied NA's and BFI's debt as well. All prior
periods have been restated to reflect the change in guarantors.
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ALLIED WASTE INDUSTRIES, INC.

‘ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1

CONDENSED CONSOLIDATING BALANCE
{in millions)

SHEETS

December 31, 2004
) . . Non-.
. " Parent Issuer Guarantors Guarantors ' Eliminations Consolidated

ASSETS '
Current Assets — . .
Cash and cash eguivalents .............. $§ — 8% (03)3% 6687 § 15 § — .. § 680
Accounts receivable, net................. —_ — " 6140 544 — © 668.4
Prepaid and other current assets......... -_ 0.2 50.7 68.6 (37.6)° 818
Deferred income faxes, net .............. — — - 984 59 — 104.3

Total cument assets ..oovvvninnnnen o —_ {01y . . 82aB 1308 {37.6) 9226
Property and equipment,net............. = —_ 4,106.0 23.9 —_ 41299
Goodwill,net ...........oo.oiiaaiil, —. —_ B,1206 724 — . 82020
Investment in subsidiaries ............... 26242 140798 . 3802 — (17,084.2} —_
Other assets, net. . .....oovvveeeeneennns — 101.5 43.5 1,182.2 (1,087.8) 2394 -

Total assets ooveevienenriiinanees $2.624.2 $14,181.2 $134891  $1,4000 §(18.209.6) §13.4939
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities —
Current portion of long-term debt. ........ $ — § 200 $ 978 § 2089 § — § 3278
Accounts payable .................. ... 0.1 576.2 6.5 5828
Accrued closure, post-closure

and environmental cost$..........-.... — — 18.9 75.1 — 95.0
Accrued interest .........coiiiiiiiennna — 119.3 58.1 0.5 (37.6) 140.3
Other accrued Babiliies................-. 54.4 58.5 72.0 205.2 390.1
Ungamedrevenue .................c.c.... -— — 216.7 4.0 — 220.7

Total curvent fabilies ................. 54.4 1979 1,0408 501.2 {37.6) 1,756.7
Long-term deht, less current portion ... — 65878 B414 — — 74292
Deferred income taxes .................. — — 2178 (10.1) — 2077
Accrued closure, post-closure

and environmental costs............... — — 8743 4647 - 838.0
Due to!(from) parent ................... (525} 47978 (4,445.8) {299.5) —_ —_
Other long-term obligations .............. 174 1.8 1.658.3 £9.8 {1.090.9) 656.4
Stockholders” equity.........ccoveveen.t 26049 25959 13,8023 682.9 (17,081.1) 2,604.9

Total liabilities and stockholders' equity $2,624.2 $14,181.2 §13489.1  $1,409.0 $(18.209.6) $13,493.8
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CONDENSED CONSOLIDATING BALANCE SHEETS
{in millions)

ASSETS

Current Assets —

Cash and cash equivalents ..............
Accounts receivable, net.................
Prepaid and other current assets.........
Deferred income taxes, net ............_.

Total current assets .-......... rereaies
Property and equipment, net .. ... R
Goodwill,net ...
Investment in subsidiaries ...............
Otherassets, net. .................o.0 .t

Total assels .....evreriiiiinriainion

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities —
Curtertt portion of long-term debt.........
Accounts payable _...................L

Accrued closure, post-closure
and environmental costs...............

Accrued interest .. .....iiieiiiieeenen
Other accrued fiabifities ... ...............
Uneamedrevenue .........ovevvveninees

Total current liabilities .................
Long-term debt, less current portion......
Defetred income taxes ..................

Accrued closure, post-closure
and environmental costs...............

Dug to/ (from) parent ..........coeeuesn.
Other long-term obligations ..............
Stockholders" equity .. ................L

Total liabilities and stockholders' equity

December 31, 2003
Non-
Parent Issuer Guarantors Guarantors Eliminations Consolidated

$ 01§ 32 § 4390 § 24 § & — 5 4447
- —_ 5526 . 98.7 —_ 651.3

— 0.1 744 719 {37.6) 1088

— — 748 59 — 80.8

0.1 33 1,140.9 1789 . (37.6) 1,285.6

—_ — 3,994.1 248 . —_ 401858

— -_— 8,240.6 724 — 83130 -

28744 13,6829 3534 —_ (17.010.7) —
— 112.2 . 62.5 1,153.9 {1,085.2) 2434
$2,9745 $13,7984 $13,791.5 $1,430.0  ${15,133.5) $13.880.9
$ — § 2432 § 64 § - % - $ 2486
- 03 471.7 5.5 — 4775

- —_ 20.1 75.1 — 852

— 183.5 58.0 02 (37.6) 1741

58.8 189 B6.1 188.8 _— 3528

— — 2155 3.3 — 218.8

588 4159 8578 2729 (376) 15678
—  §9155 g22.7 146.3 — 7,984.5

— — 1383 {9.8) — 128.5
— - 328.0 462.1 — 7901
381.6 34705  (3.682.8) (169.5) — —_
164 46.5 1,815.1 B4.7 (1,080.4) 8723
25177 28500 134122 643.3 {17,005.5) 25177
$2,0745 $13,7984 $13,7915 $1.430.0 §(18,1335) §13,860.9
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‘ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
. CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
‘ ' (in millions)
Year Ended December 31, 2004

C Non-
) ] Paremt Issuer Guarantors Guarantors Eliminations Consolidated
ReVENUBS ... vvveiriiiiiiinennnraianeenns $ — % — §51407 $221.3 $ — $5,362.0

Costofoperations.............c.ooieeennens - (03) 31940 1811 —_ - 33748
Sdlling, general and administrative expenses .. 425 — 458 429 — 5415
Depraciation and amortizationt ................ — —_ 551.1 . 82 L — . 5593 .-
Operating (loss) income................ i (425) 03 939.5 (10.9) - '886.4
Equily in earnings of subsidiaries ............ (21.8) (485.6) (28.3) — 535.8 -
interest expense (income) and other ........ - 10 6760 87.9 (6.0) - 758.9
Intercompany interest expense (incomea).. ... (849) 5441 1085 (77.7) - —
Management f8e5 ........ocvvveiiiieninnns . (5.0) — 36 1.4 — —
income {loss) before income taxes....... .. 833 [2442) 761.8 714 {535.8}) 1275
Income tax expense (benefit) ............... 18.0  (291.9) 315.6 295 —_ 722
Minority iMerest ........ovvvvivnvenerenenns. _ = — (2.7) — (2.7)
Net income from confinuing operations ....... 49.3 4.7 4522 446 (535.8) - 580
Discontinued operations, net of tax .......... —_ — (8.7) — — (8.7)
NEtINGOME .....ovveeeeeeeraaeeeneene 93 477 435 445 (535.8) 493 J
Dividends on preferred stock ................ (21.6) — - — — (21.6) :
Net income available to common :
Shareholders . .......oovvevinneriennn. $277 % 477 % 485 $ 445 $(535.8) . % 217

130 V.



LDEQ-EDMS Document 36269010, Page 389 of 425

Qo

ALLIED WASTE INDUSTRIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

ROVENUBS . .........\eeeeennnnnns e
Costofoperations ..................ol
Sellng, general and administrative expenses ..
Depreciation and amortization ,.............

Operating (loss) income..._............. ’

Equity in earnings of subsidiaries ...........
Interest expense (income) and other .......
Intercompany interest expense (income)....
Management fees .........coovieniinnainnn

Income (loss} before incomse taxes.......

Income tax expense (benefit) ..............
Minority interest ... ...

Net Income from continuing operations...... ..
Discontinued operations, netof fax ......... .

Cumulative effect of accounting change, net
Of X Looiviiiiii i

Dividends on preferred stock...............
Non-cash conversion of Series A preferred

-1 v ’

Changes in redemption vaiue of Class B
common stock . ...l

Net income (loss) availébla to common
shareholders.......cvvvviennarinenns,

(in millions)

Year Ended Dacember 31, 2003
Non-
Parent Issuer Guarantors Gnm:‘mors Efiminations Consolfidated
§ — § — 50370  s2107 § —~ $5.247.7
— (0.1)  3,005.0 1852 _— 3,190.1
16.5 - 4450 144 — 4769
— — 541.4 46 — 546.0
{16.5) 01 1,0446 65 — 1,034.7
(95.0) (563.0) (62.7) - 720.7 —
1.2 7570 81.8 (7.1} — 832.9
(69.7) 229 126.1 {(79.3) — —
(50)  — 4.0 1.0 — —
1520 (2168) 8954 919 (720.7) 2018
233 (3119) 340 36.3 — - 887"
— — 1.2 0.7 — 19
1287 9.1 553.2 54.9 (720.7) 1112
- —  (115) - - (11.5)
280 200 (6.3) 35.3 (58.0) 29.0
157.7 . 1241 535.4 90.2 (778.7) 128.7
(95.6) — - — — (95.6)
(496.6) - - - - (496.6}
— — — (06) = 06 —_
$(4345) § 1241 § 5364 $ 806 $(778.4) $ (4635)
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CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
{in millions)

Year Ended December 31, 2002
Non-
) Parent Issuer Guarantors Guarantors Eliminations Consolidated
Revenues........ s . § — 5 - $49826  %B2 § —  $51908
Cost of operaions .............ceoviueeen. — — 28446 194.5 — 3,039.1
Sefling, general and administrative expenses _ _' 1.8 0.5 4421 82 - - 462.7
Depreciation and amortization .............. - - 463.9 14.6 — 4785 -
Non-cash gain on divestiture of assets ... .. — — (9.3} — —_ (9.3)
Operating (loss) incoma................. (11.8) (05) 12413 {9.1) —_ 1,219.8
Equity in earnings of subsidiaries ........... (1876) (620.1) {18.6) — 826.3 -
Interest expense (income) and other ....._. 18 7517 106.6 (5.9} — 854.0
Intercompany interest expense (income)....  (56.0) (24.0) 150.6 (70.6) - -
Management fees ........ooviiiveniiiaiaan {5.0) — 40 1.0 — —
Income {loss) before income taxes. ...... 2351 (108.1) 898.7 66.4 (826.3) 365.8
Income tax expense (benefit}.............. - 200 {291.3) 408.8 28.1 — 165.5
Minofity interest.............coveeenennnnn, e — 1.9 — — 1.9
Net income from continuing operations.... 2151 1832 588.0 383 (826.3} 198.3
Discontinued operations, net of tax ......... — — 16.8 — — 16.8
Netincome ........ccoovvenenn, areanas 2151 1832 604.8 383 (826.3} 215.1
Dividends on preferred stock............... (77.9) — —_ - - (T
Changes in redemption value of Class B :
common Stock .........iii it — — ot 1.8 (1.9) —_—
Net income available to common ‘ .
shareholders............ccoivueennn... $ 1372 §$ 1832 § 604.8 $ 402 $(828.2)  § 1372
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ALLIED WASTE INDUSTRIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Cash provided by (used for) operating

activities from continuing operations. ... ..

Investing activities —
Proceeds from divestitures (cost of
acquisitions), net of cash

divested/acquired ....................

Capital expenditures, excluding

acquisitions ...... ... i
Capitalized interest ................cc0 0
Proceeds from sale of fixed assets.......

Changs in deferred acquisition costs,

notes recejvable and other ............

Cash used for investing activities from

continuing operations .................

Financing activities —
Proceeds from long-term debt,

net of issuance costs .................
Payments of long-term debt .............
Payments of preferred stock dividends ...
Change in disbursement account. ........

Net proceeds from exercise of stock

options and other, net.................

Intercompany between issuer and

subsidiaries .......civeieeirnnraans

Cash provided by {used for) financing

activities from confinuing operations......
Cash provided by discontinued operations .
Decrease in cash and cash equivalents.....

Gash and cash equivalents, beginning of

L
Cash and cash equivalents, end of year ....

(in millions) .
Year Ended December 31, 2004

Non- '
Parent Issuer Guarantors Guarantors Elminations Consolidated

§ (52) $(1.0944) § 1,7144  § 352
— — 362 —
— —  (5738) (9.1}
- — (130 -
— — 108 0.1
— — 108 —
— —  {5289) (9.0)
— 28311 — 1515
—  (35145) (67)  (87.8)

(216) - — —~
— — 53.8 —
5.1 - — -

216 16743 (1,6053)  (90.6)
51 10008 (15582)  (27.0)
— — 0.4 —
(01)  (35)  (372.3) (08)
0.1 3.2 438.0 2.4
$ — 5 (03)3 667 § 1B
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36.2
(582.9)
(13.0)

11.0

10.8

(537.9)

3,082.6

(3,609.1)

(21.6)
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5.1

489.2)
0.4
(376.7)

4447
$ 680




LDEQ-EDMS Document 36269010, Page 392 of 425

ALLIED WASTE INDUSTRIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

(in millions)

Year Ended December 31, 2003

. Non-
Parent Issuer Guarantors Guarantnon rs Eliminations Caonsolidated
Cash provided by (used for) h
operafting activities from continuing
oparations ............coieeieae, $ (985) § (575.1) § 1,350.8 § 1067 §— $ 7839
Investing activities — .
Proceed from divestitures {cost of
acquisitions), net of cash
| divested/acquired .............. — — 250.0 — —_ 2500
| Proceeds from sale of fixed assets - 7.5 - - 175
‘ Capital expenditures, excluding
| acquisitions ................L. - - (483.7) (8.1) - (491.8)
| Capitalized interest ............... - - (15.7) —_ _— (15.7)
| Changs in deferred acquisitions
costs, notes receivable and other — — (8.4) — - (8.4)
Cash used for investing activities '
from continuing operations ........ — — {240.3) (8.1) - (2484)
Financing activities — -
Net proceeds from sale of Series G
Preferred Stock ................ 333.1 — — — — 3331
Proceeds from long-term debt, net
of tssuance costs............... - 2,870.9 — 166.2 - 3,037.1
Repayments of long-term debt. . ... —  (3,570.7) {164.0) (19.8) — (3,754.6)
Payments of Series C preferred . . ‘
stock cash dividend. ............ (10.2) — . — — — (102)
Change in disbursement account. . .- — — 10.5 — —_ 105
Net proceeds from sale of common
stock, exercise of stock options
andother ..........ocoiiiicn 98.4 - - — — 984
Intercompany between issuer and .
subsidiary...................e. . _(3228) 12727  (704.9) (2450 = . —
Cash (used for) provided by
financing activities from continuing :
operabions ..ol 985 572.9 (858.4) (9B8.7) — {285.7)
Cash provided by discontinued
operations ... — — 15,5 — — 15.5
Increase (decrease) in cash and
cash equivalents.................. - (2.2) 267.6 {G.1) — 2653
Cash and cash equivalents, beginning
ofyear. .......ooiiiiiiiiiiiin,, 0.1 5.4 1714 25 — 179.4
Cash and cash equivalents, end of
PBAT «tiitniarraeannaiaeiennanns § 01 32 § 4390 5 24 — § aMm7
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ALLIED WASTE INDUSTRIES, INC.
: NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
{in millions)

Year Ended December 31, 2002

. Non- .
Parent issuer Guarantors Guarantors. Eliminations .COnsoIldamd

Cash pmvided by (used for) operating : : :
activities from continuing operations  §(28) $ 1040 $ 864.2 § 112 . $— $ 0766
Investing activities — :
Proceeds from divestitures (cost of -
acquisitions), net of cash

divested/acquired ............... — — 3t.2 — — ) P
Capital expenditures, excluding
acquistions ..................... — — (338.1} {198.2) — (536.3)
Capitalized interest ................ - = {20.8} — — (20.5)
Proceeds from sale of fixed assets.. —_ —_ 272 14 - 286
Change in deferred acquisition costs,
notes receivable and other ....... — —_ {22.4) — — (224)
Cash used for investing activities '
from continuing operations ... .... — — _(3227) {196.8) — (519.5)
Financing activities — .
Net proceeds from sale of common
: . stock, exercise of stock options L
: | candother ...l 28 — — e — 28
| - Change in disbursement account. ... — - (87.1) - - (87.1)
' Proceeds from long-term debt, net of
issuance costs ........ceonninns — 861.7 {10.1) 192.7 — 1,044.3
Repayments of long-term debt...... — {1,167.7) (267.8) (120y- - — (1,447.5)
Intercompany between issuer and
subsidiany..........coeeieeniiae. 198.5 {170.0) (28.5) — —
Cash provided by (used for} financing )
activities from continuing operations 2.8 {107.5):  (535.0) 152.2 - {487.5)
Cash provided by discontinued
operations ........cccviiaiiiinnans - — 52.2 — e 522
Increase (decrease) in cash and cash
equivalents............c.eeeeel - (3.5) 58.7 (33.4) — 2.8
Cash and cash equivalents, beginning
ofyear...... e 0.1 B9 112.7 359 - 157.6
Cash and cash equivalents, end of
YEBE Lo $§0t § 54 §174 § 25 $— § 1794

s
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Not applicable.

Item SA. Controls and Procedures

Evaluation of Disclosure Controls and. Procedures. We maintain disclosure controls and proce-
dures designed to ensure that information required to be disclosed in our filings under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported accurately within the time
periods spacified in the Securities and Exchange Commission's (SEC) rules and forms. As of the
end of the period covered by this report, an evaluation was performed under the supervision and
with the participation of management, including the Chief Executive Officer (CEO) and Chief
Financial Officer (CFO), of the effectiveness of the design and operation of our disclosure controls
and procedures (pursuant to Exchange Act Rule 13a-15). Based upon this evaluation, the CEO and
CFO concluded that our disclosure controls and procedures are effective. The conclusions of the
CEO and CFO from this evaluation were communicated to the Audit Committee.

Changes in Internal Control over Financial Reporting. Thera were no changes in our internal
control over financial reporting that occurred during our last fiscal quarter that have materially
affected, or are reasonably likely to materiaily affect, our internal control over financial reporting.

Report on Internal Control Over Financial Reporting. Our management is responsible for establish-
ing and maintaining adequate internal control over financial reporting, as such term is defined in
Exchange Act Rule 13a-15(f). Under the supervision and with the participation of our management,
including our principal exscutive officer and principal financial officer, we have conducted an
evaluation of the effectiveness of our intemmal control over financial reporting based upon the
framework in Intemal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on our evaluation, our management has
concluded that our internal control over financial reporting was effective at December 31 2004.

Management's assessment of the effectiveness of our internal controls over financial reporting as of
December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent registered
public accounting firm. PricewaterhouseCoopers LLP hag issued an attestation report on our
controls over financial reporting. The report is included in tem 8 of this Form 10-K.

ltem 9B. Other Information
Not applicable.
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- PART m

Item. 10 Directors and Executive Officers of the Reg:strant

Dn'ectors

Information about each member of our Dlrectors is set forth below;

Director Name  Position Held Age  Since
Charles H. Cotros ......... . Chairman of the Board of Directors and 67 2004

Chief Executive Officer ,

Robert M_Agate.................. Director 68 2000
LeonD.Black .............. ..o, Director 53 2000
James W. Crownover ............. Director o 61 2002
Michael S. Gross ................. Director 43 1997
Dennis R. Hendrix ................ Director 65 1997
JTomilson Hill................... Director _ 56 2002
Notan Lehmann................... Director . 80 1990
Howard A. Lipson ........... P Director ' 41 1997
Antony P. Ressler ................ Director . _ 44 1997
Lawrence V. Jackson'*! .. ......... Director . 51 2003
Warren B. Rudman‘™ ............. Director = . 74 1997

U} These Direttors have independently notified Alied that they will not stand for reelection to the Board of Directors at the
annual shareholder meeting, citing other time commitments as the basis for their decislons.

Charles H. Cotros has served as Chief Executive Officer and Chairman of the Board since October
2004. Mr. Cotros has served as a Director since July 2004. Mr. Cotros began his career in the
foodservice industry in 1960 with Tri-State General Food Supply. After the company merged with
SYSCOQ in 1874 he served in various positions of increasing. responsibility and was elected Chief
Operating Officer in 1995, President in 1999 and Chief Executive Officer and Chairman. of the Board
in 2000. Mr. Cotros retired from SYSCO in 2002. Mr. Cotros is a graduate of Christian Brothers
College, where he has served on the Board of Trustees since 1992. Mr. Cotros also serves on the
Board of Directors of AmerisourceBergen Corporation.

Robert M. Agate has served as a Director since May 2000. Prior to that, Mr, Agate was a Senior
Executive Vice President of the Colgate-Palmolive Company (Colgate). Mr. Agate joined Colgate in
1961 as an Assistant Accountant in the United Kingdom. Over the course of his career, Mr. Agate
has served as the Chief Financial Officer of Colgate operations in india, Malaysia, the United

Kingdom and Australia. Later he served as Controller of the European Division and Gontroller of the -

Kendall Company {a subsidiary of Colgate}. In 1984, Mr. Agate was promoted to Vice-President
and Corporate Controller of Colgate and in 1987 he was promoted to Chief Financial Officer.
Mr. Agate retired from Colgate in 1996. Mr. Agate has been a U.K. chartered accountant since 1958,

Leon D. Biack has served as a Director since May 2000. Mr. Black is one of the founding principals
of Apolio Advisors, L.P. (Apollo), which, together with its affiliates, acts as the managing geneta}
partner of the Apolio investment Funds, private securities investment funds that hold investments in
Allied Waste. Mr. Black is also a Director of AMC Entertainment, Inc., Nalco Corporation, Sirius
Satellite Radlo, Inc., United Rentals, Inc., and Wyndham International, inc. He also serves as a
trustee of The Museum of Modermn Art, Mount Sinai-NYU Medical Center, Lincoln Center for the
Performing Arts, The Metropolitan Museum of Art, Prep for Prep, The Asia Society and Dartmouth
College. Mr. Black is the brother-in-law of Mr. Ressler who also serves as an Allied Director.
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James W. Crownover has served as a Director.since December 2002. Mr. Crownover completed a N~
30-year career with McKinsey & Company, Inc. {McKinsey) when he retired in 1998, He headed the

firm's Southwest practice for many years, and also co-headed the firm’s worldwide energy practice.

In addition, he served as a member of McKinsey's Board of Diractors. He is a Director of Unocal

Corporation, Great Lakes Chemical Corporation, and Weingarten Reaity Investors. He is also a

Board Member of Rice University, St. John's School, the Houston Grand Opera, Project GRAD, and

Houston United Way.

Michael S. Gross has served as a Director since May 1997. Mr. Gross is one of the founding
principals of Apallo, which, together with its affiliates, acts as the managing general partner of the
Apollo Investment Funds, private securities investment funds that holds investments in Allied Waste.
Mr. Gross is Chairman and Chief Executive Officer of -Apollo Investment Corporation and also a
Director of Educate, Inc., SAKS, Inc., SkyTerra Communications, Inc., and United Rentals, Inc.
Mr. Gross is aiso the Chairman of the Board of Mt Sinai Children’s Center Foundation, is a trustee
of the Trinity School, and is a member of the Corporate Advisory Board for the University of
Michigan Business School. ’

Dennis R. Hendrix has served as a Director since July 1897 and was appointed Lead Director in
December 2002. From November 1990 until his retirement in April 1997, he served as Chairman of
the ‘Board of Directors of PanEnergy Corp. {(PanEnergy) and as PanEnergy's Chief Executive
Officer from November 1990 until April 1995. Mr. Hendrix was President and Chief Executive Officer
of Texas Eastern Corporation from 1886 to 1989. Mr. Hendrix also serves as a -Director of Newfield
Exploration Company, Grant Prideco, Inc., and Duke Energy.

J. Tomlisen Hifl has served as a Director since January 2002. Mr. Hill has held the position of Senior

Managing Director of The Blackstone Group L.P. (Blackstone) since 1993, and is currenﬂy Vice

Chairman and Senior Managing Director of Blackstone and President and Chief Executive Officer of

Biackstone Alternative:Asset Management. Blackstone holds investments in Allied. He is a member ’
of the Council of Foreign Relations, where he chairs the Investment Subcommittee of the Finance

and Budget Committes, is Vice Chairman of the Board. of Directors of Lincoln Center Theater, and

trustee of The Nightingale-Bamford School and Milton. Academy. Mr. Hill is also-a member of the

Boardof Directors of OpenPeak, Inc. and the Smithsonian's Hirshhormn. Museum and Sculpture

Garden where he serves as Chairman. .

Nolan Lehmann has served as a Director since October 1990. From 1983 to the present,
Mr. Lehmann has served-as President of Equus Capital Management Corporation, a registered
investment advisor, and from 1991 to the present he has been President and a Director of Equus I
Incoirporated, a registered public investment company whose stock is traded on the New York Stock
Exchangs. Mr. Lehmann is a Director of Child- Advocates of Harris County and also serves as a
Dlrector of several private corporations. Mr. Lehmann is a certified public accountant.

Howard A. Lipson has served as a Director since May 1997. Mr. Lipson currently serves as. Semor
Managlng Director of Blackstone, which he joined in 1988. Blackstone hoids investments in Allied. .
Prior to joining Blackstone, Mr. Lipson was a member of the Mergers and Acquisition Group of
Salomon Brothers, Inc. Mr. Lipson is also a Director of Universal Orando, Centerplate, Inc., and
Columbia House, and is a member of the Advusory Committee of Graham Packagmg Company

Antony P. Ressler has served as a Director since May 1997. Mr. Ressler, Managing Pariner of Ares
Management, was a co-founder of Ares Management in 1997 and Apollo Management in 1990.
Mr. Ressler serves as a Partner in the Ares.Private Equity Group and as an Investment Committee
member on all Ares Funds. Prior to 1990, Mr. Ressler served as a Senior Vice President in the High
Yield Bond Department of Drexel Burnham Lambert Incorporated, with responsibiflity for the New
Issue/Syndicate Desk. Mr. Ressler serves on the Boards of Directors of Ares Capital Corporation
{Co-Chairman) and Samsonite Corporation. Mr. Ressler also serves on the Board of Directors of
several not for profit organizations, including Los Angeles County's Alliance for College Ready
Public Schools, Los Angeles County Museum of Art, The Center for Early Education, The Painted s
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Turtle Camp and the Southern California Chapter of The Hole in the Wall Gang Camps: Mr. Ressler
is the brother-in-law of Mr. Black who also serves as an-Allled Director.

Lawrence V. Jackson has served as a Director since January 2003. Mr. Jackson is currently an
Executive Vice President of Wal-Mart stores, Inc. Previously, Mr. Jackson served as President of
Dollar General Corporation from September 2003 until accepting his current position with Wal-Mart
in October 2004. Before that, he was Senior Vice President-Supply Operations for Safeway, Inc.,
from 1997 to 2003 and worked for PepsiCo, Inc. from 1981 to 1997 in various senior positions.
Mr. Jackson also serves as a Director of Radio Shack Corporation. Mr, Jackson has notified Allied
he will not stand for reelection to the Board of Directors at the annual shareholder meeting, citing
other time commitments as the basis for his decision. .

Warren B. Rudman has served as a Director since July 1997. Mr. Rudman is Of Counsel at the law
firm of Paul, Weiss, Rifkind, Wharton and Garrison LLP where he was a partner from 1983 through
2002. From 1980 until 1992, Mr. Rudman served as a United States Senator from New Hampshire.
While in the Senate, Mr. Rudman was Chaimman and Vice Chairman of the Ethics Committee and
also served on the Appropriations Committee, the Intelligence Committes, the Governmental Affairs
Committee and was Vice Chalr of the Senate Iran-Contra Committee. He is also a Director of
Coliins & Aikman, Boston Scientific, several funds of the Dreyfus Corporation and is the Lead
Director of Raytheon Company. Mr. Rudman has served as Chairman of the President's Foreign
Intelligence Advisory Board, is Co-Chair of the Concord Coalition, and also serves on the Board of
the Council on Foreign Relations, and the Senior Advisory Committee of the Institute of Politics of
the Kennedy Schoo! of Government. Mr. Rudman has notified Allied he will not stand for reelection
to the Board of Directors at the annual shareholder meeting, citing other time commitments as the
basis for his decision. ' ' . ‘

Executive Officers

Our executive officers serve at the pleasure of the Board of Directors and are subject to annual
appointment by the Board of Directors at its first meeting following the annual meeting of
stockholders. Following is a list of all of our executive officers, and biographical information about
our cfficers follows the table. Mr. Thomas H. Van Weelden served as Chairman of the Board of
Directors and Chief Executive Officer through October 4, 2004 and as President through October 25,
2004. Charles H. Cotros-was appointed Chairman of the -Board of Directors and Chief Executive
Officer in October 2004. Mr. Thomas W. Ryan, who setved as Executive Vice President and Vice
Chairman, retired from Aliied in December of 2004. Messrs. Van Weslden and Ryan were no longer
employed by Allied as of December 31, 2004.

Name Age Position Held )
Charles H. Cotros ................ 67 Chairman of the Board of Directors and Chief
‘ : Executive Ofiicer
Donald W. Slager................. 42  President and Chief Operating Officer
Peter S. Hathaway................ 49  Executive Vice President and Chief Financial Officer
Steven M. Helm .................. 56  Executive Vice President, General Counsel and
Corporate Secretary
Donald A. Swierenga.............. 45  Senior Vice President, Operations
James E. Gray ................. <. 585  Senior Vice President, Controller, and Chief

Accounting Officer
For biographical information about Mr. Cotros see “Directors™.

Donald W. Slager was appointed President in addition to his current role of Ghief Operating Officer in
January 2005. Prior to that he served as Exscutive Vice President and Chief Operating Officer from
June 2003 to January 2005, and as Senior Vice President, Operations from December 200H to June
2003. Previously, Mr. Slager served as Vice President — Operations from February 1998 to
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December- 2001, Assistant Vice President — Operations from: June 1997 to February 1998 and
Regional Vice President of the Westermn Region from June 1996 io June 1997. Mr. Slager also served
as District Manager for the Chicago Metro District from 1992 to 1996. Before Allied’s acquisition of
National Waste Services in 1992, he served at National Waste Services as General Manager from
1890 to 1992 and in other management positions with that company since 1985.

Pefer S: Hathaway has served as Executive Vice President and Chief Financial Officer since June
2003. Previously, Mr. Hathaway served as Senior Vice President, Finance from August 2000 to June
2003, Chief Accounting Officer from February 1995 to January 2001, and as a Vice President from
May 1996 to August 2000. From May 1996 through April 1997, Mr. Hathaway also served as
Treasurer. From September 1991 through February 1995, he was employed by BF1 as Controller
and Finance Director for certain. ltalian operations. From 1979 through September 1991,
Mr. Hathaway served in the audit division of Arthur Andersen LLP in-Colorado, Italy and Connecti-
cut, most recently in the position of Senior Manager. - . .

Steven M. Helm was appointed Executrvo Vice President Generaj Counsel and Corporate Secretary
of Allied in January 2005. Prior to that Mr. Helm was Senior Vice Prasident, General. Counsel and
Corporate Secretary between June 2003 and December 2004, and Vice President, Legal and
Corporate Counsel from May 1996 to June 2003. Mr. Helm joined Allied in July 1995 as Corporate
Counsel. Prior to joining Allied, Mr. Helm was a partner with the law firm of Dukes, Martin, Helm and
Ryan Ltd. in lllinois from 1 978 to July. 1995,

Dongld A. Swierenga was named Senior Vice President, Operations in January 2005. Prior to that he _

served as Vice President — Operations from Jung 2003 to January 2005 and as Western Area Vice
President from October 2000 to June 2003. He has also served as Western Regional Vice President
from 1997 through 2000, and as a District Manager in Arizona beginning in 1996. Mr. Swierenga
joined BFI in 1981 and held positions of increasing responsibility including Safety Manager,
Operations Manager and-District Manager.of BFI's Chicagoland operations.

James E. Gray was named Senior Vice President, Controller and Chief Accounting Officer in January
2005, Prior to that he served as Controlfler and Chief Accounting Officer between January 2001 and
January 2005. Prior to joining Allied, Mr. Gray served as the Chief Financial Officer at Raytheon
Aircraft Company . (Raytheon) from 1993 to. 2001 and prior to that held various positions of
increasing responsibility at- Raytheon

Audit Committee

The Audit Committee is establlshed in accordance with Sectlon 3(a) (58)(A) of the Exchange Act
of 1934 (the Exchange Act) and operates under a formal charter that has been adopted by the

Board of Directors. The Audit Committee assists the Board of Directors in its oversight of our .

financial reporting process and consists of Robert M. Agate, Chairman of the Audlt Committee,
James W. Crownover, Dennis R. Hendrix and Nolan Lehmann.

Audit Committee F'nanclal Experl

The Board of Directors has determined that Robert M. Agate, Chairman of the Audit Commiitee,
qualifies as an “audit committee financial expert” under the Securities and Exchange Commission's

(SEC) definition. Mr. Agate is also independent as that term is defined in Item 7(d) (3) (iv) of:

Schedule 14A under the Exchange Act Additionally, the Board of Directors has determined that
other members of the Audit. Committes aiso satisfy the criteria adopted by the SEC for an audit

committee financial expert. All Audit Committee members possess the required level of financial -
literacy and-at least one member meets the current standard of requ:s;te ﬁnanc:al management'

expertise as required by the NYSE.
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Code of Ethies

We have adopted a Code of Business Conduct and Ethics that complies with all applicable laws and
outlines the general standards of business conduct which all employees, officers and dlrectors are
reqmred to follow.

We have adopted a Code of Ethics for our executive and senior financial officers, violations of which
are required to be reported to the Audit Committes. The Code of Ethics is filed as Exhibit 14 to this
Form 10-K and posted on our website, www.alliedwaste.com. If we make any substantive amend-
ments to the Code of Ethics or grant any waiver from a provision of the Code of Ethics that applies
to our Chief Executive Officer, Chief Financial Officer, Controller, or Chief Accounting Officer, we will
disclose the nature of such amendment or waiver on that website or in a report on Form 8-K.

Shareholder Director Recommendaﬁo_n Policy

The Governance Committee will consider director candidates recommended by shareholders.
Written recommendations must include (1) the shareholder's name, address, and relationship to
the nominee, {2) the number of shares held by the shareholder, with the understanding that the
number of shares held must be at least 2% or more of the outstanding shares of the company and
must have been held by the shareholder for one year or more, {(3) a written statement from the
shareholder and a statement from the nominee, consenting to be named as a candidate and, if
nominated and elected, to serve as a director, and (4) contact, biographical and business
experience information regarding the nominee. A sharsholder recommendation for a director
candidate is not the same as a shareholder nomination for a director as provided for in our by-laws.

Shareholder-recommended director candidates are evaluated on the same basis as all other
candidates as discussed above. The Govemnance Committee may, in its discretion, interview any
shareholder-recommended director candidate before recommending him or her for nomination to
the Board. o

Shareholders wishing to recommend director candidates for consideration by the Governance
Committes may do so by giving the recommended candidate’s name, biographica! data and
qualifications In. wriing to: Attention: Office of the. Secretary, Alfied Waste Industries, Inc.,
15880 N. Greenway-Hayden Loop, Suite 100, Scottsdale, Arizona B5260. The Company must
recelve the written recommendation for consideration between 75 and 120 days before the
anniversary date of this year's annual meeting. A shareholder recommendation for a director
candidate is not the same as a shareholder nomination for a director as provided for in our by-laws.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a} of the Exchange Act, as amended, requires our executive officers, directors, and
persons who own more than 10% of a registered class of our equity securities, to file reports of
ownership and changes of ownership with the SEC. Executive Officers, directors and greater than
10% stockholders are required to furnish us with copies of all Section 16(a) reports they file.

Based solely on a review of the forms we have received or prepared, we believe that during the year

ended December 31, 2004, ali filing requirements applicable to the directors, executive officers and
greater than 10% stockholders were timely met.
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Hem 11. Executive Compensation

The following table provides summary information about compensation paid to or earned during the
fiscal years ended December 31, 2004, 2003 and 2002 for (a) each person who served as our, Chief
Executive Officer during 2004, {b) each of the othér four most highly compensated executive

officers serving at the end of the fiscal year ended December 31, 2004, and (c) one additional

individual for whom disclosure would have been provided but for the fact that he was. not servmg as
an executive officer at the. end of fiscal 2004 (the Named Executive Ofﬁcers)

SUMMARY CDMPENSATION TABLE

Long-Tarm Gompeusstton

N Seeurﬂlas

Amnuzl Compensation Hesﬁicted Underlying
Other Annual Stocl Options/ All Other

Name and Posiion Year Salary Bonus®  Compensation ward“‘ . SARs [#) Compensation'™

Charles H. Gotros®"! .. 2004 $ 468,000 $ — §18154 § — 240,000 3% —_
Chairman of the 2003 -_— — ‘ — : —_ —_ —
Board of Directors - 2002 - —_ — —_ -—_ — —
and.Chief Executive -

Ofﬁcer . s

Donald W. Slager..... . 2004 688,846 200,400 80473 .. B24,137 . -_— 110,653
President and Chief 2003  '587,356 210,000 56,641 ~—. 150,000 55,171
Operating Officer - 2002 461,250 115,250 31906 — 75,000 26,091

Peter S. Hathaway ..... 2004 600,192 174,000 - 62,198 - 618,807 — 33,049
Executive Vice " 2003 495,254 157,500 24130 - — 100,000 —_
President and Chief 2002 425,250 57,625 21,159 - - — - 80,000 —
Financial Officer

Steven M. Helm-...... 2004.. 433547 126,270 - 34611 -~ 389,175 —_ —
Executive Vice 2003 - 405,593 122,234 26,749 : — e —_
President, General 2002 399,750 99,938 : 27,905 -— 40,000 13,603
Counsel and .
Corporate Secretary

Thomas H. . .

Van Weelden'® .. ... 2004 1,296,177 376748  117.800 2,937, 137 — 1,884,125
Chairmanofthe . 2003 1,226,300 - 367,800 92,310 1,078,559
Board of Directors, 2002 1,202,255 196,500 246,386 —_ 225 ODO - 265,612
Chief Executive . . o
Officer and President o .

Thomas W. Ryan” ... 2004  609,834. 177,458 77,023 443,211 S — 570,426,
Executive Vice " 2003 571,990 172,508 @ 32,522 — — 117,360
President’ and - 2002 563,750 ° 140,937 39,540 . — 75,000 5,107
Vice Chairman

) Charles H. Cotros began his employment in his present capacity in October 2004 and this is reflected in his compensation
amoutits above. Prior {0 his appointment to Chairman of the Board of Directors and Chief Executive Officer he served as a
member of the Board of Directors for which he received $14,000 compensation and 25,000 options at an exercise price of
$12.34 under the 1994 Non-Employee Director Stock Cption Plan which are not included in the ambunts above.

) The 2004 bonus has been calculated and included as 2004 bonus. However, this amount will not be paid until 2005, The
2003 bonus was calculated and paid in 2004 and is being inclutled in 2003, the year in which it was earmnad. The 2002
bonus was calculated-and paid in 2003 and is being included in 2002, the year in which it was eamed,
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[_ )

4)

(5}

{6}
4}

For Mr. Stager, the amounts include $33,444 and $35,584 for costs incurred in connection with the personal use of our
aircraft during 2004 and 2003, respectively, and $35,502 for income tax and plarming services durrng 2004. For
Mr. Hathaway, the amount in 2004 includes $52,327 for costs incurred for income tax and planning services. For Mr. Van
Weeliden, the amounts include $71,827, $61,598 and $105,476 for costs Incurred In connection with the personal use of
our aireraft during 2004, 2008 and 2002, respectively and $31,825 for Income tax and planning services during 2004. For
#r. Ryan, the amounts in 2004 include $22,130 for costs incurred in connection with the personat use of our gircraft and
$40,311 for income tax and planning services. The remaining amounts for all of the exacutive officers include other
perquisites and personal benefits such as automoblle allowance, personal use of our aircraft, club dues, relocation
reimbursement, housing allowance and income tax and planning services that did not exceed, in the 2ggregate for the
individual officers, the minimym reportable amount. In addition to the compensation discussed in the table above, Mr, Van
Weelden and the Named Executiva Officers eamed equity compensation under & long-term Incentive plan. See "Long-
Term Incentive Plan — Awards in Last Fiscal Year.”

The Cornpany issued restricted stock during Aprit 2000 at a price of $5.875 to Messrs. Van Weelden, Slager, Hathaway,
and Helm and during July 2000 at a price of $9.625 to Messrs. Ryan and Hathaway. In February 2004, the Management
Development/Compensation Committes approved the amendment of the restricted stock agreements, effective July 1,
2004, to provide that shares of restricted stock begin vesting after four years {one-seventh after four years and one-
seventh each year thereafter until fully vested after ten years). On February 5, 2004, the Company issued 41,667, 25,000,
13,333, 50,000 and 20,000 restricted stock units at a price of $13.78 to Messrs, Slager, Hathaway, Helm, Van Weaslden
and Ryan, respectively. Each restricted stock unit entitles the holder to one share of common stock upon vesting. These
restricted stock units vest evenly over a three-year period. The value of the restricted stock and restricted stock units at
December 31, 2004, based on a closing price of $9.28 per share on that date, was as follows: Mr. Slager: $3,091,131
(333,096 shares); Mr. Hathaway: $2,836.452 (316428 shares); Mr. Helm: $1,810,038 (195,047 shares);
Mr. Van Weelden: $8,948,574 (964,286 shares) and Mr. Ryan: $2,174,174 (234,286 shares).

For Mr. Slager, the 2004 and 2003 amounts include $84,561 and $29,080 for the value realized from the exercise of stock
options issued by us. Amounts for 2004, 2003 and 2002 for Mr. Slager also include principal amounts forgiven of 526,091
in each year related to a loan made in 1998. For Mr. Hathaway, the 2004 amount [s for the value realized from the exercise
of stock aptions issued by us. For Mr, Helm, the 2002 amount includes interest forgiven annually by us in the amount of
$13,603 related to a loan made in August 2000 that was repaid in 2003. For Mr. Van Weelden, the 2004, 2003 and 2002
amounts include $1,8684,125, $1,078,559 and $129,342, respectively, for the value realized from the exercise of stock
options issued by us. Also, the amounts for 2002 include interest of $136,270 forgiven by us related to foans made in 1996
to Mr. Van Weelden. For Mr. Ryan, the 2004 amount is for the vaius realized trom the exercise of stock options issued by
us and the 2003 and 2002 amounts represent reimbursement of certzin relocation expenses paid by us.

Mr. Van Weelden resigned as an executive officer and director of our company in October 2004.
Mr. Ryan refired as an exeautive officer of our company in December 2004.
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Option Grants in Last Fiscal Year." The following table provides certain information with respect to
options granted to each person who served as our Chief Executive Officer during 2004 and to each
of the Named Executive Officers during the fiscal year ended December 31, 2004 under..our
Amended and Restated 1991 Incentive Stock Plan, and the 1994 Non- Employee Director. Stock
Option Plan:

OPTION/SAR GRANTS IN LAST FISCAL YEAR
. ’ - ‘ Potential Reafizable

Number of  Percent of Total © Valueat Assumed
Securities  Options/SARS ' A“"““' Rates of S'a;ck
, Underlying Granted to Exercise or ) P".i.ch“ﬂ',' or
. Options/SARs ~ Employeesin  Base Price Exgi;aﬁon ) ° on Term
Name C Granted (#) Fiscal Year {per Share) te _ ‘5% 10%
Charles H. Colros ...... 240.000"’ 31% $ 906 10/04/2010 $739,504 $1,677,682
) 25,000 - 3% $12.34 07122:’2014 $194,014 $§ 441,670

Donald W. Slager....... — — - — —_ —
Peter S. Hathaway...... — L — —_ — — —_—
Steven M. Helm ....... . — —_ — _ C_ —
Thomas H. Van Weelden - == — : —_ — —
Thomas W. Ryan ....... — — .= — — -

" These options will vest 50% on April 4, 2005, and 50% on October 4, 2005. In addition, any unvested options will become
100% vestad upon termination of Mr. Cotros” employment unless he Is terminated for “cause”™ or he leavas employment
without “‘good reason™, as those terms are described in Mr. Cotros' employment agreement. To the extent vested, the
vested options will remain exercisable until October 4, 2010, notwithstanding Mr. Cotros' termination of employment for
any reason.

() These options were granted under the 1984 Nan-Employee Direct Stock Option Plan prior to the dati on which Mr. Cotros
became an amployea of the'Company.

%) potantial gains are net of the exercise price, but before taxes associated with the exercise. Amounts represem
hypothetical gains that could be achieved for the respective options if exercised at the end of the option term. The
assumed 5% and 1(% stock price appreciation rates are provided in accordance with the rules of the SEC and do not
represent our estimate or projection of the future price of our Common Stock. Actual gains, if any, on stock option
exercises will depend upon the future market prices of our Common Stock.

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year Ended Option Values. The foliowing
table provides certain information with respect to options exercised during the fiscal year ended
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L 2

December 31, 2004 by each person who served as our Chief Executive Officer during 2004 and each
of the other Named Executive Officers:

AGGREGATED OPTIONS /SAR EXERCISES IN LAST FISCAL YEAR AND FISCAL YEAR ENDED
' OPTIONS/SAR VALUE

Underlying Unexescized Vatue of Unenmed

N . T el T -
Name Exercise (£) Realized Exercisable  Unexercisable  Exorciseble  Unexercisable
Charles H. Cotros ........ — % - 25,000 240,000 § —  $52,800
Donald W. Slager ... ...... 16,467 84,561 499,886 - 125000 - 56,591 25,000
Peter 5. Hathaway .. ...... 4112 33049 494221 86,657 180,949 16,667
Steven M. Helm .......... — — 441867 13,333 © 64,309 -
Thomas H. Van Weelden .. 232,175 1,884,125 1,827,826 75000 - -
Thomas W. Ryan ......... " 156,250 570,426 68,750 25,000 — —_

) Calcutated by multiplying the number of shares underlying outstanding in-the-money optians by the difference between
the closing sales price of the Common Stock on December 31, 2004 ($9.28 per share) and the exercise price, which
ranges between $4.50 and $9.03 per share. Options are in-the-money If the fair market value of the undertying Common
Stock exceeds the exercise price of the option,

2 These aptions were granted under the 1994 Non-Emplayee Director Stock Option Plan prior to the date on which
Mr. Cotros became an employee of the Company. 1

Long-Term Incentive Plan — Awards in Last Fiscal Year. The following table provides certain

information with respect to our Long-Term Incentive Plan (LTIP) during the fiscal year ended
December 31, 2004 with respect to each person who served as our Chief Executive Officer during
2004 and the Named Executive Officers:

LONG-TERM INCENTIVE PLANS — AWARDS IN LAST FISCAL YEAR

Potential Fyture Payouts Under
Number of Shares, Stock Price-Based Plans!™
Ny e e b
Charles H. Cotros ..... C—- o -— -_ —_ -
Donald W. Slager...... — Jan. 1, 2003 to Dec. 31, 2004 — —_—

Jan. 1, 2003 to Dec. 31, 2005 100,000 500,000 1,000,000
Jan. 1, 2004 to Dec. 31, 2006 150,000 750,000 1,500,000

Peter S. Hathaway .... = — Jan. 1, 2003 to Dec. 31, 2004 — — —
' Jan. 1, 2003 to Dec. 31, 2005 95,000 475000 950,000
Jan. 1, 2004 to Dec. 31, 2006 116,000 . 580,000 1,160,000

Steven M. Helm . ... ' —_ Jan. 1, 2003 to Dec. 31, 2004 —_ - —
Jan. 1, 2003 to Dec. 31, 2005.. 80,000 400,000 800,000
Jan. 1, 2004 to Dec. 31, 2006 84,180 420,900 841,800

Thomas H. Van :
Weelden............ —_— Jan. 1, 2003 to Dec. 31, 2004 C — — —
Jan. 1, 2003 to Dec. 31, 2005 160,000 800,000 1,600,000
Jan. 1, 2004 to Dec. 31, 2006 160,000 800,000 1,800,000

Thomas W. Ryan ..... “ fa— Jan. 1, 2003 to Dec. 31,.2004 - — C—
. © - dan. 1, 2003 to Dec.. 31, 2005 105,000 525,000 1,050,000
Jan. 1, 2004 to Dec. 31,2006 105,000 525,000 1,050,000
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) The plan establishes potential future payouts based on performance cycles. The inftial 2-year cycle was from January 1,
2003 to Decamber 31, 2004, the first 3-year cycle is from January 1, 2003 0 Deoember 31, 2005, and the second 3-year
cycle is from January 1, 2004 to December 31, 2008.

2} The threshold payout is 20% of the target award, if the specified minimum performance levels are met.

) The target payout Is 100% of the targst award, if the specified target performance goals are satisfied.

) The maximum payout Is 200% of the target award and is-based on meéting 100% of the performancs goals.

%) Based upon actual financial results of the company through 2004 and current projections for fulure years covered under

the plan as compared to the goals set forth in each performanca period, there will be no payout under the 2003-2004
performance period and it is unlikely that a payout under the 2003-2005 or 2004-2008 performance petiods will oceur.

Effective January 1, 2003 the Management Development/Compensation Committee grantad long-
term performance incentive awards to certain key members of management, including the then-
Chief Executive Officer and the Named Executive Officers shown above, for the 2003-2004 and
2003-2005 performance periods. In 2004, the Management Development/Compensation Committee
granted long-term. incentive awards to certain key members of management, including the then-
Chief Executive Officer and the Named Executive Officers shown above, for the 2004-2006
performance period. In January 2005, the Management Development/Compensation Committee
granted new long-term incentive awards to certdin key members of management ‘including the
Named Executive Officers, but excluding the current Chief Executive Officer, for the 2005-2007
performance period. These awards are intended to provide continuing emphasis on specified
performance geals that the Management Development/Compensation Committee considers to be
important contributors to long-term stockholder value.

The performance goals set by the Management Deveiopment/Compensation Committee for the
LTIP may be based upon the metrics reflecting one or more of the following business measure-
ments: earnings, cash flow, revenues, financial retumn ratios, debt reduction, risk management,
customer satisfaction, and total stockholder returns, any of which may be measured either in
absolute terms or as compared with another company or companies or with prior periods. The
performance goals for each of the performance cycles currently underway relate to the achisvement
of certain EBITDA and debt reduction goals atiributable to normal operating activities. The
Management Development/Compensation Committee believes that these performance goals are
aligned with the long-term shareholder value creation goals of increasing operating performance
and reducing balance sheet leverage.

The awards are payable only if we achieve specified levels of {1) EBITDA (earmings before interest,
taxes, depreciation, and amortization) compound annual growth, and (2) average annual debt
reduction, in each case during (a) the two-year performance period beginning January 1, 2003 and
ending December 31, 2004, (b) the three-year performance period beginning January 1, 2003 and
ending December 31, 2005, and (c) the three-year performance period beginning January 1, 2004
and ending December 31, 2006. The EBITDA compound arinual growth goal is weighted 60% and
the average annual debt reduction goal is weighted 40% for the three-year performance period
beginning January 1, 2005 and ending December 17, 2007. The Management Development/
Compensation Committes will have discretion to adjust the performance goals for one or more
affected cycles if a major acquisition, divestiture, or other extraordinary event results in a significant
impact on our ability to achieve such goals.

Actual results between the threshold and target or the target and maximum are interpolated to
calculate the actual payout. No award.will be earned with respect to a goal if performance does not
meet the threshold performance level for such goal. The goals are independent, however, and a
partial award can be attained even if one threshold is missed. Pro rata awards based on whole

months of active participation and based on actual results will be paid at the end of the performance

period If an executive’s employment terminates due to death, disability or retirement. All awards will
be forfeited if the executive voluntarily terminates employment or is discharged for cause. Partici-
pants may be given the opportunity to elect to receive some or all of any payment in the form of
shares of our Common Stock.
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On February 17, 2005, the Management Development/Compensation Committee adopted an
amendment to the LTI fo clarify that employees who are otherwise eligible to participate in any of
the Company's non-qualified deferred compensation plans are permitted to defer LTIP awards in
accordance with the terms of those plans. The LTIP previously made reference to the Company's
original Executive Deferred Compensation Plan. As the result of the Company's adoption of the
2005 Exacutive Deferred Compensation Plan, the Compensation Committee determined that it was
in the Company’s best interests to define the term *Deferred Compénsation Pian" in the LTIP more
broadly, to include any and all deferred compensation plans that the Company maintains currently or
in the future. The amendment does not require approval by the Company's stockholders.

Recent Developments with Respect to Executive Compensation
2005 RSU Grants

On January 3, 2005, the Company granted 45,000, 30,000, 20,000, 20,000, and 20,000 restricted
stock units to Messrs. Slager, Hathaway, Helm, Swierenga, and Gray, respectively. These restricted
stock units will vest over five years. The closing price of the Company’'s common stock on
January 3, 2005, was $9.09 per share.

Certification of Achievement of 2004 Performance Goals for Senior Executive Officer Defined Bonus
Plan -

On February 17, 2005 the Management Development/Compensation Committes certified that the
2004 non-financial performance geals with respect to the Company's Senior Executive Officer
Defined Bonus Plan (the Officer Bonus Plan) had been achieved. The Management Deveiopment/
Compensation Commitiee also determined that the Company did not meet the 2004 financial
performance goals for year-over-year growth in EBITDA. The Company therefore awarded annual
incentive compensation for non-financial performance, but did not award any bonus compensation
based on Company financial: performance under the Officer Bonus Plan to the Company’s former
Chief Executive Officet and: current and former Named Executive Officers, as set forth in the
Summary Compensation Table.

Certification of Non-Achievemenit of 2004 Performance Goals for Long-Term Incentive Plan

On February 17, 2005, the Management Development/Compansation Committee certified that the
Company had not achieved either (a) the goal with respect to EBITDA Compound Growth for the
2003-2004 performance cycle (the 2003-2004 Cycle) under the LTIP, or (b) the goal with respect to
Net Annual Debt Reduction for the 2003-2004 Cycle under the LTIP. Accordingly, the Company did
not make any LTIP awards to the Company's former Chief Executive Officer and current and former
Named Executive Officars for the 2003-2004 Cycle under the LTIP.

2005 Performance Goals for Senior Management Incentive Plan

On February 17, 2005, the Management Development/Gompensation Commitiee approved the-

2005 performance goals for each of the components of the Senior Managemerit Incentive Plan,
formerly the Senior Executive Officer Defined Bonus Plan (the Senior MIP). The Senior MIP
includes two components for 2005.

One component will continue to utilize a combination of overall Company financial performance
goals and individual performance goals with the following weightings relative to their target awards:
75% for overall Gompany financial perforrmance, based upon 2005 EBITDA growth, and 25% for
individual performance. The second companent will utilize the overall Company financial perform-
ance goals consisting of year-over-year EBITDA growth and retumn on invested capital target levels,
as well as the individual performance goals, with the same relative welghting between Company and
individual performance goals as in the case of the first component. These goals are consistent with
the performance measures established under the Menagement Incentive Plan (formerly, the
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Corporate Defined.Bonus Plan), the material terms of which were previously approved by the Jf
Company’s stockholders. The Company’s Named Executive Officers, other than the current Chief

Executive Officer, as. well as certain other senior executive management personnel, will be eligibie

for annual incentive compensation under the Senior MIP based upon the more favorable outcome of

the two components. The following table provides certain information with respect to potential future

payouts payable to the Company's Named Executive Officers (other than the current Chief

Executive Officer) under the Senior MIP: . . :

, Maximum
Name - , 2005 Annual Incentiva™
Donald W. SIager . ... et $1,125,000
Poter S. Hathaway . ... .coveinieerr e ie e isa i raar s laeneeananas 870,000
Steven M. Helm ..o it iei et ia it e e e 631,350
Donald A. SWIBrenga ...........oeuiveiniuniicnonnrinreiaeanas . 734,250
JAMES E. GIAY - vt e et e et e e e et 450,000

) The maximum annua incentiva that may be pald to any participant for any year under the plan cannot exceed the lesser of
(a) 150% of the participant's annual base salary or {b} $5,000,000.

In the event that the Company does not achieve either of the overall Company performance goals
described above, participants in the Senior MIP wili be eligible to receive incentive compensation for
2005 based upon achievement of financial performance goals by one or more of the Company's
operating regions during 2005. If one or more regions achieves its performance goals, participants
in the Seriior MIP will receive a portion of the maximum annual incentive compensation to which they
would otherwise have been entitied.

On February 17, 2005, the Management Development/Compensation Committee adopted the 2005
Transition Plan for Senior and Key Management Employess (the Transition Plan). The Transition
Plan Is designed to ensure the retention of certain senior management and.other key employees
during the Company's transition to a new Chief Executive Officer and Chairman of the Board of
Directors and to -ensure retention of key employees while implementing the Company's new
operating plan. Under the Transition Plan, each covered individual will receive (a) one payout on
June 20, 2005, if the individual remains employed with the Company through June 15, 2005, and
{b) a second payout on December 20, 2005, i the individual remains employed with the Company
through December 15, 2005. In order to receive the payouits, the employee must be employed with
the Company in the same, similar or advanced position in which he or she Is currently employed.
There will be no pro-ration of the payout if an employee leaves the Company for any reason prior to
the relevant payout date. The following table provides certain information with respect to potential
future payouts payabls to the Company’'s Named Executive Officers (other than the current Chief
Executive Officer who is not eligible for this payment) under the Transition Plan:

2005 Transition Plan for Senior and Key Management Er;jp!oyaes ' ,
N

Name . . . Potentia! 2005 Payout
Donald W. Slager.........cooiiiiiniiinrannnn-s et erieeieaaaeaans $200,000
Peter S. Hathaway .............. ettt ee et 150,000
Staven M, HElm ..ottt it ire e e eiaa st e raieaaarnaeasinas 100,000
Donald A. Swierenga............. e eereaniesearaeceiaaa s 85,000

JaMES E. Gray ...covviiinnanirrreiaa e e, 85,000

2005-2007 LTIP Performance Cycle

On February 17, 2005, the Management. Development/Compensation Committee approved fhe
| implementation of a 2005-2007 LTIP performance cycle (the 2005-2007 Cycle) under the LTIP, and
the performance goals for the 2005-2007 Cycle. The 2005-2007 Cycle is January 1, 2005 through
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December 31, 2007. LTIP awards for the 2005-2007 Cycle will be payable only if-the Company
achieves, on an overall basis for the three-year performance peried, specified goals for average
annual cash fiow from operations and improvements in the return on invested capital, weighted 60%
and 40%, respectively. These goals are consistent with the performance measures established
under the LTIP, the material terms of which were previously approved By the Company’s stockhold-
ors. The following table provides certain information with respect to awards granted to the
Company's Named Executive Officers, other than the current Chief Executive Ofﬁcer for the 2005-
2007 Cycle:
Potential Future Payouts Under
2

‘ , : 2005-2007
Name _ ' Threshold™  Tamget® Maximum®™
Donald W. Slager. . ... ...t iiie e ieeecaeans, $150,000 $750,000 $1,500,000
Peter S. Hathaway......... e ereeaeeereana s e 116,000 580,000 - 1,160,000
Steven M. Helm . ... ... it ir e, 84,180 420,900 841,800
Donald A, Swierenga ...... e, T 60,000 . 300,000 600,000
James E. Gray .............. o eeeann e, 60,000 300,000 ‘600,000

) The threshold payout is 20% of the target award, i the specified minimum performance goals are satisfied.
12 The target payout is 100% of the target award, if the spectﬂed target performance goals are satisfied.
) The maximum payout is 200% of the target award, if the specified stretch performance goals are satisfied.

Summary of 2005 Senior Executive Officer Compensation

The following table sets forth certain information with respect to 2005 compensation payable to the
Company's Chief Executive Officer and Named Executive Officers as a result of the actions taken by.
the Management Development/Compensation Committee on February 17, 2005 and other actions
taken by the Compensation Committee in December 2004: :

Mr. Cotros Mr. Slager Mr. Hathaway Mr. Helm Mr. Swierenga  Mr. Gray

Base Salary............. $1,872,0000" § 750,000 $ 580,000 § 420900 § 489,500 $ 300,000
2005 Senior Management - ]
Incantive Plan®. ... C - 0to 0t 0to 0to Oto
: -+ 1,125,000 870,000 631,350 734250 450,000
Transition Plan'® ... ... - 200,000 150,000 100,000 85,000 85,000
2005-2007 LTIP Cycle!¥! _ 0 to Oto " Oto 0to Oto.
_ 1,500,000 1,160,000  B41,800 600,000 600,000
Restricted stock units®®! e 409,050 272,700 181,800 181,800 181,800
' $1,359,050 §$1.002700 - § 702,700 § 756,300 $ 566,800
] . ] - to to o . o to
Total® ............... .. $1,872,000  $3.984050 $3,032700 $2.175850 $2,090,550 $1,616,800

('} Assumnes that Mr. Cotros remains employed as the Company’s Chigf Executive Officer for all of 2005 at a base salary of
$156,000 per manth. .

@1 Amourrts shown represent the range from minimum to Mmaximum potential incentive compensation tnder the plan, Actual
amounts of bonuses, if any, will not be determined and paid until early 2006. )

&) Assumes that the afficer receives the full amount payable to him under the Fransition Plan.

4} Amounts shown represent the range from minimum to maximum potential LTIP awards payable under the 2005-2007
Cycle. Actual amounts of LTIP awards, if any, will not be determined and paid until early 2008.

') Represents the number of restricted stock units granted to each executive on January 3, 2005, multipfied by the clasing
price of the Company's common stock on January 3, 2005, which was $9.09 per share,

{8 Amounts shiown do not include other components of total compensation payable to the Chief Executive Officer and
Named Exscutive Officers in 2005. Such amounts may include additional grants of options or restricted stock units,
perquisites, the value realized from stock option exercises or sales of restricted stock, and other amounts.
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Employment: Agreements

We have employment agreements with our current Chief Executive Officer and .each of the other
Named Executive Officers, as deecnbed below. We aiso had employment agreements with our
former Chief Executwe Ofﬁcer and former Executive Vtce Pres:dent and Vice Chairman, also as
described below .

Employment Agreement with Charles H. Cotros

On October 4, 2004, we entered into an employment agreement with Charles H. Cotros under which
Mr. Cotras will-serve as our Chairman of the Board of Directors and Chief Executive Officer. The
agreement provides that Mr. Cotros will serve in those positions for at least one year, but not more
than two years, although either party can decide to terminate the agreement earlier. Mr. Cotros has
agreed to continue service as a director for at least three years after the employment agreement
terminates, subject to nomination by the Govemnance Committee and election by shareholders. As
compensation for his service as Chairman and Chief Executive Officer, we will pay Mr. Cotros a
base salary of $156,000 per month. Mr. Cotros can elect to receive up to 50%-of his satary in the
form of Company common stock. If the Company terminates Mr. Cotros’' employment *‘without
cause” or if Mr. Cotros terminates his employment for ‘‘good reason'* (as those terms.are defined
in the employment agreement) within the first year of his employment he will continue to be paid his
base salary for the remainder of that first year.

In connection with his ernployment agreement, the Company granted to Mr. Gotros options to
acquire 240,000 shares of Company common stock at an exercise price of $9.06 per share, which
was the closing price of the common stock on October 4, 2004. The options vest 50% on April 4,
2005, and 50% on October 4, 2005 and, to the extent vested, will remain exercisable untit October 4,
2010, notwithstanding Mr. Cotros’ termination of employment for any reason. In addition, any
unvested options will be 100%- vested upon termination of Mr. Cotros’ employment unless he is
terminated "for cause” or he leaves employment without “good reason,” as those terms are
defined in the employment agreement. . .

Under the employment agreement, Mr. Cotros is entitled to (a) four weeks paid vacation;
(b) participation in all employee pension and welfare benefit plans and programs maintained by the
Company for the benefit of its employees generally; (¢) reimbursement of Mr. Cotros’ necessary
business expenses; (d) reimbursement for all reasonable costs incurred in commuting from his
current homes to the Company's headquarters in Scottsdale, Arizona; and (e) indemnification and
directors’ and officers’ insurance coverage. The Gompany also maintains rental housing for
Mr. Cotros in the Scottsdale area. In addition, Mr. Cotros has access to the aircraft currently owned
or leased by the Company, subject to its availability, for the purpose of traveling between the
Company's headquarters in Scottsdale and Mr. Cotros’ personal residences. Mr. Cotros' empioy-
ment agreement also contains standard provisions related to confidentiality and proprietary informa-
tion, as well as non-competition and non-solicitation obligations during the employment term and for
two years after his employment terminates.

Employment Agreement with Thomas H. Van Weelden

Effective January 1, 2004, we entered [nto an employment agreement with Thomas H. Van Weelden
that superseded our previous employment agreement with Mr. Van Weelden. Under this-agreement,

Mr. Van Weelden served as our Chief Executive Officer and Chairman of the Board of Directors at a
base salary of $1,250,000 per year. The employment agreement also provided that Mr. Van Weelden
would be entitled to {a) annual cash incentive compensation in an amount to be determined by the
Board of Directors, with a farget goal equal to 100% of his base salary; (b) four weeks paid
vacation; (c) automobile allowance of $600 per month; (d) club membership dues;

{e) participation in incentive, savings, retirement, and stock plans maintained by the Company for
its executive officers; (f) participation in welfare benefit plans maintained by the Company for the
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benefit of its employees generally; (g) reimbursement of expenses, and (h) indemnification and
directors’ and officers’ insurance coverage.

On October 4, 2004, Mr. Van Weelden resigned as our Chalrman of the Board and Chlef Executive
Officer. On October 25, 2004, Mr. Van Weelden resigned as President and the Company and
Mr. Van Weelden terminated Mr. Van Waelden's employment agreement, effective immediatsly,
except for those provisions that have continuing effect under the terms of the agreement, as
amended. As a result of the termination of the employment agreement (a) Mr. Van Weslden will be
entitled to all of the compensation and benefits to which he would have been entitled under the
employment agreement, as amended, as if the agreement had continued through May 30, 2005;
(b) effective May 31, 2005, Mr. Van Weelden will be entitled to all of the severance compensation
and benefits to which he would have been entitled if he had terminated the agreement for “‘good
reason” or the Company terminated the agreement “without cause” (as those terms were defined
in the agreement); and {c) Mr. Van Weelden will be entitled to receive his annual incentive
compensation, if any, for fiscal 2004 in the same manner and at the same time that other named
ofiicers of the Company are paid their annual incentive compensation for the fiscal year ending
December 31, 2004. Accordingly, (1) from November 2004 to May 30, 2008, we will pay Mr. Van
Weelden an aggregate of approximately $4,375,000, representing the equivalent of his salary for
42 months, (2) from May 31, 2005, to May 30, 2008, we will pay Mr. VanWeelden an aggregate of
approximately $3,767,000, representing the equivalent of his targeted bonus for three years,
(3) Mr. Van Weelden will alsa be entitled to receive heaith and related benefits over a five-year
period estimated to aggregate approximately $150,000 in total value, and ({4) as a result of the
achievement of the 2004 non-financial performance goals, Mr. Van Weelden will receive a bonus of
$376,748 for 2004. In addition, under the terms of Mr. Van Weeliden's employment agreement, he
will continue to vest in his equity awards for a period of three years beginning May 31, 2005. Mr, Van
Weelden will remain subject to standard provisions in.his employment agreement related io
confidentiality and proprietary information, and will ba subject to non-competition and non-solicita-
tion obligations for three years after termination of his employment.

Employment Agreement with Thomas W, Ryan

Effective August 1, 2003, we entered into an employment agreement with Thomas W. Ryan that
superseded our prior employment agreement with Mr. Ryan. Under this agreement, Mr. Ryan
served as our Executive Vice President and Vice Chairman at a base salary of $575,000 in 2004. The
agreement provided for a term ending on December 31, 2005. The employment agreement also
provided that Mr. Ryan would be entitted to (a) annual cash incentive compensation in an amount to
be determined by the Board of Directors, with a target equal to 100% of his base salary; (b) four
weeks paid vacation;- (¢} automobile allowance of $600 per month; (d) club membership dues; .
(e) participation in incentive, savings, retirement, and stock plans maintained by the Company for
its executive officers; (f) participation in welfare benefits offered to employees generally;
(g) reimbursement of expenses; and (h) indemnification and directors” and officers' insurance
coverage. Under the agreement, if Mr. Ryan terminated his employment for “‘good reason” or if the
Company terminated his employment, "without cause” (as these terms were defined in the
agreement), we would be obligated to pay an amount equal to two times the sum of Mr. Ryan's
base salary and targeted annual incentive compensatron for the year in which the termination
occurred. .

In December 2004, the Company and Mr. Ryan agreed that Mr. Ryan would retire from the
Company, effective December 30, 2004, and the Company and Mr. Ryan terminated Mr. Ryan’s
employment agreement effective as of December 30, 2004. The Company will pay to Mr. Ryan an
aggregate of approximately $3.5 million (subject to certain contingencies} in installments over a
period of ten years beginning in January 2005 pursuant to an unfunded supplemental executive
requirement benefit plan, The amount is equal to the full amount of retirement benefits to which
Mr. Ryan wouid havae been entitled under his employment agreement if he had continued to serve as
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an officer of the Company through December 31, 2005. The Company’s aggregate payments to
Mr. Ryan will be less than those that the Company was obligated to. pay: under Mr. Ryan's
smployment agreement, however, because the Company ceased paying Mr. Ryan’'s salary on
December 30, 2004 rather than December 31, 2005, and Mr. Ryan will not be eligible for any new
incentive compensation after 2004. Mr.  Ryan will remain subject to standard provisions' in the
employment agreement related to confidentiality and proprietary information, and will be subject to
non-competition and non-solicitation obligations for one year after termination of his employment.

Employment Agreements with Messrs. Slager, Hathaway, Helm, Swierenga and Gray

Effective January 1, 2004, we entered into employment agreements with each of Donald W. Slager,
Peter S. Hathaway, and Steven M. Helm. These agreements superseded our. prior employment
agreements with each of these. executive officers. Effective June 1, 2004, we entered into an
employment agreement with Donald A. Swierenga. Effective January 3, 2001, we entered into an
employment agreament with James E. Gray.

Under these agreements, (a) Mr. Slager currently serves as our President and Chief Operating
Officer;- (b) Mr. Hathaway currently serves as our Executive Vice President and Chief Financial
Officer; (c) Mr. Helm currently serves as our Executive Vice President, General Counsel, and
Corporate Secretary; (d) Mr. Swierenga currently serves as our Senior Vice President, Operations;
and (e) Mr. Gray currently serves as our Senior Vice President, Controller, and Chief Accounting
Officer. Under the agreements, Mr. Slager’'s base salary was $668,000 for 2004, Mr. Hathaway’s
base salary was $580,000 for 2004, Mr. Helm's base salary was $420,900 for 2004, Mr. Swierenga's
bass salary was $489,500 for 2004, and Mr. Gray’s base salary was $291,110 for 2004. The term of
each employment agreement is a continuous period of two ysars, such that at any given time the
remaining term of the agreement is two years. The employment agresments alsc provide that each
executive is entitled to (a) annual cash incentive compensation in an amount to be determined by
the Board of Directors, with a target goal equal to 100% of the executive's base salary for
Messrs. Slager, Hathaway, and Helm and 80% of the executive’s base salary for Messrs. Swierenga
and Gray; (b) four weeks paid vacation; (¢) automobile allowance of $600 per month; (d) ciub
membership dues; (e) participation in incentive, savings, retirement, and stock plans maintained by

the Company for its executive officers; (f) participation in welfare benefit plans maintained by the

Company for the benefit of its employees generally; (g) reimbursement of expenses; and
(h) indemnification. and dlrectors and officers’ Insurance coverage.

In the event the employment agreement.of either Messrs. Slager, Hathaway, or Helm Is terminated
by the executive for “‘good rgason” or by the Company "without cause” (as those terms are
defined in the agreements); including termination within one year preceding or 18 mbnths following
the date on which a “'change of control” (as defined) has occurred, we will be obligated to pay an

amount equal to (i) three times the sum of the executive's base salary plus (il} targeted annual-

incentive-compensation for the year in which the termination occurs. In the event the employment
agreement of either Mr. Swierenga or Mr. Gray is terminated by the executive for *good reason” or
by the Company. “without cause’ (as defined}, including termination within one year preceding or
18 months following the date on which a “change of control” (as defined) has occurred, we will be
obligated to:pay an amount equal to (i) two times the sum of the executive’'s bass salary plus
(ii} the targeted annual incentive compensation for the year in which the termination occurs. In
addition, the Company and the execuiive may mutually agree to terminate his employment
agreement immediately upon his reassignment to a different position with the Company.

The empleyment agreements for Messrs. Slager, Hathaway, Hélm, Swierenga, and Gray provide for

a partial gross-up for-excise taxes.under Section 280G of the Internai Revenue Code, provided-that -

the price of the Company’s common stock equals or exceeds an established threshold: ($20.70 in
2003), in connection with the cash payments made in the event of a termination of their agreements
for good reason or without cause in connection with a change in control. Each of the employment
agreements contains standard provisions relating to confidentiality and proprietary information, as
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well as non-competitton and non-solicitation cobligations during the employment term and for up to
three years aﬂer termination of employment.

Supplemental Executwe Retirement Plan

Under our Supplemental Executive Retlrement Plan (SERP), whlch was adopted by the Board of
Directors effective August 1, 2003, we will pay retirement benefits to certain executives employed by
us. Executives that participate in the SERP are selected by the Board of Directors. Qualifications to
receive retirement payments under the SERP are outlined in each executive’s employment agree-
ment. Depending on the terms of the specific agreement, upon bona fide retiremant from Allied
{a) the sum of the executive’s age and years of service with the company must equal at least 63
and {b} the executive must-have completed at least 5 to 20 years of service with the Company,

Subiject to certain contingencies executives who meet the requirements will be entitied to maximum
retirement payments for each year during the ten years following retirement in an amount equal to
60% of his or her average base salary during the three consecutive full calendar years of
employment immediately preceding the date of retirement. For purposes 6f the SERP, years of
service include all whole years of employment with Alfied Waste and with any entity acguired by us
beginning with the executive's initial date of employment with Allied Waste or the acquired entity. In
the event of the executive’s death prior to the payment of all of the retirement payments under the
SERP, the balance of the payments will be made o the executive’s surviving spouse or to any other
beneficiary named by the executive.

Pursuant to his Executive Employment Agreement, which became effective August 1, 2003, Thomas
W. Ryan was the only Named Executive Officer seiected by the Board of Directors to participate in
the SERP during 2003. In January 2004, the Board of Directors apprgved new employment
agreements for Messrs. Slager, Hathaway, Helm, and Van Weelden under which those Named
Executive Officers were selected by the Board of Directors to participate in the SERP.

The following table-illustrates the potential annual retirement benefit payable to an executive who
participates in the SERP based on a sample final average compensation. The benefits shown below
are not subject to reduction for Social Security benefits.

' ' Annual Retirement Benefit

Final Average Compensation™ - -Required Years of Servica®
$ 400,000 ‘ " §240, 000 -
600,000 . 360,000
800,000 ' . 480,000
1,000,000 . - : : . 600,000
1,200,000 : 720,000 .
1,400,000 " 840,000

) Final average compensation Is the average base salary for the three cansecuhve full calendar years immediately
preceding the date of retirement.

@ This column represents the maximum benefits payable under the SERP assuming retirement at age 60. The required
years of service for the maximum.bensfits for Messrs. Slager, Hathaway, and Helm are 20, 9, and 9, respectively. As of
December 31, 2004 Messrs. Slager, Hathaway, and Helm had 19, 13, and 9 years of service, respectively for purposes of
SERP. Mr. Van Weelden's employment agreement, as amended In October 2004, provides that Mr. Van Weelden will
begin recelving severance compensation and benefits effactive May 31, 2005 and, therefore, will not be eligible for SERP
benefits. Mr. Ryan's employment agreement, as amended December 2004, provides that Mr. Ryan will begin receiving
annua! SERP. benefits in the amount of $351,615 over a period of ten years, beginning January 2005.

Compensation Committee Interlocks and Insider Participation

During the fiscal year ended December 31, 2004, the Management Development/Compensation
Committee consisted of Messrs. Lehman, Jackson, Lipson, Ressler, and Rudman. Except in the
case of Messrs. Lipson and Ressler, none of these individuals had any contractual or other
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relationships with the Company during such fiscal year except as directors. Mr. Cotros was elected
to the Board on July 22, 2004 and was appointed to the Compensation and. Governance Commit-
tees. Mr. Cotros was elected Chairman of the Board and Chief Executive Officer on October 4, 2004
and he resigned from the Compensation and Governance Committees at that time. Messrs. Lipson
and Ressler are Shareholder Designees (as defined) under our Shareholder Agreement with
Apollo/ Blackstone Investors (see Item 13, Certain Relatlonsh:p and Related Transactxons)

Compensation of Dlrectors

We currantly pay each non—employee Director a cash fee of $40, 000 annually. In 2004 we pald each
non-employee Director $2,000 for each regular and special meeting of the Board of Directors
attended in person, $2,000 for each Committee meeting attended.in person, and $1,000 for each
meeting {Board or Committee, regular or special) attended by telephone. In addition we reimbursed
travel expenses, as appropriate. ‘Employese Directors do not recelve additional compensation for
service on the Board of Dlrectors or its committees.

Under the 1994 Non- Employee Director Stock Option Plan (the 1994 Director Plan), each non-
employee Director may elect to have-his cash fees converted into shares of Common Stock at the
market price of the stock on the last day of the quarter.for which the fees are paid. The 1994 Director
Plan also entitles each non-employee Director to receive an option to purchase 25,000 shares of
Common Stock on;his initial election to the Board and an option to purchase 10,000 shares on each
date he Is re-elected by the shareholders. Employee Directors are not eligible to- participate in the
1994 Director Plan, but are eligible to participate in our other incentive stock plans

On February 17, 2005 the Board adopted several changes to the manner in which the Company will
compensate its non-employee Directors. Non-employea Directors will. continue to receive their
current annual cash retainers-and meeting fees. In addition, beginning in. 2005, the Chairs of the
Compensation Committee, Audit Committee, and Govermnance Committee will each receive annual
retainers in the amount of $7,500. These annual retainers are intended to recognize the increased
time commitments required of committee Chairs and to be consnstent with competitive trends and
peer company practices.

On February 17, 2005, the Board zlso amanded and restated the 1994 Director Plan into the
proposed 2005 Non-Employee Director Equity Compensation Plan (2005 Directors’ Plan), subject
to stockholder approval. The 2005 Directors' Plan would become effective upon approval by the
Company’s stockhoiders. The purpose of the 2005 Directors' Plan is to _appropnately compensate

the non-employee Directors for their Increased duties and responsibilities, to encourage greater’

direct share ownership, and to be consistent with broader trends in board compensation and
governance. The proposed changes would increase the number of shares available for grant or
award under the plan, and provide for the opportunity to issue restricted shares and restricted stock
units, or "RSUs”, in addition to stock options.

The proposed changes would increase the aggregate number of shares of the Company’s common
stock available for grant or award under the 2005 Directors’ Plan by 1,000,000 shares, to-a total of
2,750,000 shares. The 2005 Directors’ Plan would permit grants up to the following limits: (1) a one-
time award of restricted stock or RSUs having a fair market value of up to $200,000 (or the
equivalent value in the form- of stock options) upen the-initial election of a Director to the Board of
Directors, subject to vesting (at a rate of one-third per year) over three years following the date of
grant, and (2) annual grants of restricted stock or RSUs having a fair market value of up to $80,000
{or the equivalent value in the form of stock options), subject to vesting in full after one year. The
number of option shares to which a Director would be entitled would be three times the number of
shares of restricted stock or RSUs to which a Director otherwise would be entitled:- ‘

Under the 2005 Directors’ Plan, non-employes Directors alse would be permitted to-(a) elect to -
receive restricted shares of RSUs in lieu of all or any portion of their annual cash retainer and -

meeting fees, and (b) defer the settlement of their RSUs, if and to the extent permitted under the
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terms of any non-qualified deferred compensation plan sponsored by the Company. Shares
obtained as the result of an election to receive restricted shares or RSUs in lieu of annual cash
retainer and meeting fees would not be subject to vesting.

If the 2005 Directors’ Plan is approved by the stockholders, the Board intends to make the following
grants in 2005: {1) a one-time award of restricted stock or RSUs having a fair market value of
$150,000 (or the equivalent value in the form of stock options) upon the initial election of a Director to
the Board of Directors, subject to vesting (at a rate of one-third per year) over three years following
the date of grant, and (2} annual grants of restricted stock or RSUs having a fair market value of
$55,000 (or the equivalent value in the form of stock options), subject to vesting in full after one year.
Absent approval of the 2005 Directors’ Plan, the 1994 Director Plan will remain in effect and the
Company will continue to grant stock opﬁons o non-employee Directors pursuant to that Plan.

item 12. Security Ownership of Certaln Benercial Dwners and Management and Related
Stackholder Matters

The following table sets forth certain information, derived from filings with the Securities and
Exchange Commission and cther public information, regarding the beneficial ownership of our
Common Stock at February 8, 2005 by: (i) each person who is known by us to beneficially own
more than 5% of the outstanding shares of Common Stock, (ii) each of the current Directors and
executive officers named In the Summary Executive Compensation Table, and (iii) all current
Directors and executive officers as a group. Except as otherwise indicated below and subject to
applicable community property laws, each owner has sole vot:ng and sole investment powers with
respect to the stock listed.

Common Stock and
Common Stogk
Name of Person or Identity of Group!" Equivalentsi®! Percentage
Apollo Investment Fund Ili, LP
Apollo Overseas Pariners lil, LP.
Apollo (UK.} Partners I, L.P.
Apollo investment Fund IV, LP.
Apollo Overseas Parlners IV, LP.
Apollo/AW LLGC : -
c/o Apollo Advisors, n. I S U 65,739,579'% 20.7%

10250 Constellation Blvd, Suite 2800
Los Angeles, CA 30067
Blackstons Capital Pariners [l and (Il Merchant Banking Fund Le.
Blackstone Qfishora Capital Partners 1) and I LP.
Blackstone Family Investment Partnership il and ll L.P.’
¢/o Blackstone Managsment Associates FLLGC ... ........oooiiiiiiiiiiinaa.,, 47906868 | 151%
345 Park Avenue, 31° Floor
New York, NY 10154 : -
Capital Research and Management Company ............coviiiiiiinnineniennnenn., 31,345,200 9.9%
333 South Hope Strest i ’
Los Angelas, GA 90071

Chanes H. Com08 ottt eiieaanaanas 25,000 *
Robert M. Agate ........... eereneeienn. e e eeeaeieeneeieanearireraanans 95.5621¢) .
[ o 2 < 65,824,161 20.7%
James W. Crownover. X e rrerranas 57,0001 .
Michael S. Gross. . 65,862,222 20.7%
Dennls FL Hendrix. . 131,539 .
J. Tomilson Hill . 47,938,868 15.1%
Nolan Lehmann . 17281701 .
Howard A. Lipson .. .. 48,001,868010) 15.1%
Antony P. Ressler...........cccoeeeiinnn..n e cees 65,867,001 20.7%
LaWranon V. JAOKSOM . . .o v ettt eee e e e ee e s annn s e e nenaestaat e aaaaannan 4328312 .
Warmen B. RUGMAN . ... .u v iieeeeetnieiaaeeaastrriarraasrererarassasssasnsnesos 120,448'% .
DONEIE W, SlBOY ettt tr ettt ea s e ettt e 535,743 .
L o | 501,718 .
SIEVEN M. HBIM . Lottt vr i et ermnie e s er i asaasttn b et e e e aennn 462,389(1%) *
Thomas H. Van Wealdan . ... . i iiiriirieneineirannennerrernenanenes 3,772.168'"® 1.2%
THOMAS W, RYAN . oottt s v rnneaerenraasasebnmnnmssainnsessnes 313,888'™ S
All Directors and executive officers as a group (17 persong) B4 gngt&H-0n 120,337 850 37.3%

* . Does not exceed one percent.
m Unlass otherwise indicated, the address of each person or group listed above is 15880 North Greenway—Hayden Loop,
Suite 100, Scottsdale, Arizona 85260.
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2)

[3)

4}

51

8}

7}

(8)

It}

[elJ]

m)

112)

{13}

(4)

(15)

{15)

17}

Includes shares of Common-Stock that may be acquired upon the exercise of options within 60 days, shares of restricted
stock that are currently vested or will vest within 60 days and shares of Common Stock Issuable upon conversion of our
Series C Preferred Stock.

This total represents shares held by Apalle. Investment Fund Ill, LP (25,461,653 shares, represerting 35%), Apollo
Overseas Partners lil, LP (1,672,338 shares, representing 2%), Apollo (UK) Partners lll, LP (1,035,588 shares,
representing 2%), Apollo Investrent Fund IV, LP (31,401,337 shares, reprasenting 48%), Apollo Overseas Pariners [V,
LP (1,748,663 shares, representing 3%), and Apollo /AW LLC (4,420,000 shares, representing 7%), -(collectively, the
Apollo Investors). Apollo Advisors i, LP, Apollo Advisors IV, LP and/or Apollo Management, LP (and together with
affifiated Investmeant managers; Apollo Advisors) which serves as general pariner and /or manager for each of the Apolle
Investors, each of which is affillated with one another. Messrs. Black, Gross, and Ressier are pringipals of Apollo
Advisors and-each disclaims beneficial ownership of the indicated shares.

This total represents shares held by Blackstone Management Associates Il L.L.G. (Blackstane Assodatﬁ) which
serves as general partner for each of Blackstone Capital Partners Il Merchant Banking Fund L.P {6,611,545 shares,
representing 14%), Blackstone Offshore Capital Partners Il L.P. (1,962,386 shares, representing 4%), Blackstone
Family Investment Partnership Il LP. {657,937 shares, representing 1%}, Blackstone Capital Partners il Merchant
Banking Fund L.P. (30,668,235 shares, representing 64%), and Blackstone Offshore Capital Partners Wl LP.
(5,686,265 shares, representing. 12%) and Blackstone Family Investment Parinership I LP. (2,320,500 shares,
representing: 5%} (collectively, the Blackstone Investors). Messrs. Lipson and Hill are Managing Directors of Black-
stone Assoclates and each disclaims beneficial ownership of the shares owned by the Blackstone Investors.

Inchudes 25,000 shares of Common Stock that may be acquired on the exercisa of options.
Inctudes 65,000 shares of Common Stock that may be acquired on the exercise of options.

This total includes (i) l65.739.579 shares beneficially owned by the Apcllo Investors, and (if) 95,000, 95,000 and
65,000 shares that may be acquired on the exercise of options by each of Messrs. Gross, Ressler and Black,
respectively. Each of Messrs, Gross, Ressler and Black disclaim beneficial ownership of shares owned by Apollo.

Includes 45,000 shares of Commen Stock that may be acquired on the exsercise of options.
Includes 85,000 shares of Common Stack that may be acquired on the exercise of options.

Includes (i) 47,906,868 shares beneficially owned by the Blackstone Investors, and {il) 95,000 and 30-000 shares that
may be acquired on the exercise of options by Messrs. Llpson and Hill, respectively. Each of Messrs Lipson and Hil

-disclatm beneficial ownership of Blackstone,

Includes 100,000 shares of Common Stock that may be acquired on the exercise of qptions.
Includes 35,000 shares of Common Stock that may be acquired on the exercise of 'options.‘-

Includes 499,866 shares of Common Stock that may be acquired on the exercise of options. Excludes 364,207 unvested
restricted stock units because he does not have investmert or voting power for these units. -

Inciudes 467,333 shares of Common Stock that may be acquired on the exercise of ophnns- Excludes 338, 095 unvested
restricted stock units because he does not have investment or voting powers for these units.

Includes 441,667 shares of Common Stock that may be acquired on the sxen::lse of optiens. Excludes 210, 603 unvested
restricted stock units because he does not have investment or voting power for these units.

Includes 1,827 825 shares of Common Stock that may be acquired on the exercise of options, 914,286 unvested shares
of restricted stock. Includes 460,000 shares of Common Stock subject to a prepaid variable share forward. agreement

with JP Morgan Chase (the Forward Sale Agreement), pursuant to which Mr. Van Weelden will deliver on November 21, -

2005, part or all of such shares of Common Stock (or, at Mr. Van Weelden's option, the cash equivalent of such shares)
as dstermined by a formula set forth in the Forward Sale Agreement. Mr. Van Weelden also has entered into a pledge
agreement under which he pledged 460,000 shares of Common Stock to secure his obfigations under the Forward Sale
Agreement. Unless there Is a default under the Forward Sale Agreement, Mr. Van Weelden retains all vating rights. with

respect to such shares, and therefore retains beneficial ownership of such shares, until they are delivered pursuant to .
the Forward Sale Agreement. Excludes 33,333 unvested restricted stock units because he does not have Investment or
voting power for these units. Mr. Van Weeldon resigned as an executive officer and director of the Company in October
2004, o

Includes 68,750 shares of Common Stock that may be acquired on the exercise of options, 214,286 unvested shares of
restrictad stock. Excludes 13,333 unvested restricted stock units because he does not have investmeiit or voting power
for these units. Mr. Ryan retired as an executive officer of the Company in December 2004.
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Equity Compensation Plan Information as of Fiscal Year-End

We maintain (a) the Amended and Restated 1991 incentive Stock Plan, as amended (the 1991
Pian), (b) the 1993 Incentive Stock Pian, as amended (the 1293 Plan), and {¢} the Amended and
Restated 1994 Incentive Stock Plan, as amended (the 1994 Plan). The 1991 Pian, 1993 Plan, and
1994 Plan provide for the grant of non-qualified stock options, incentive stock options, shares of
restricted stock, shares of phantom stock, stock bonuses, and certain cash bonuses. The 1991 Plan
also provides for the grant of restricted stock units.

The 1991 Plan limits the maxirmum number of shares that may be granted to not more than 10.5% of
the number of fully diluted shares of Common Stock on the date of an award. The 1991 Plan also
limits awards in the form of restricted stock, restricted stock units, stock bonuses, performance
awards, and phantom stock to not more than 25% of the aggregate shares available to be awarded
or granted under the plan and limits the maximum number of options granted to any individual under
the 1991 Plan to 500,000 per year. A'maximum of 2,000,000 shares of Common Stock may be
granted under. the 1994 Plan. The. 1994 Plan also limits the maximum number of awards that may be
granted to any individual under the 1994 Plan to 1,000,000 shares of Common Stock per year.

As of January 31, 2005, there were 13,973,640 shares of common stock available for grant under
the 1991 Plan and 202,000 shares of common stock available for grant under the 1994 Plan. The
Company can no longer make grants under the 1983 Pian, although outstanding awards under that
plan will remain in effect pursuant to the terms of such awards.

We also maintain the 1994 Director Plan, which currently provides for the automatic grant of options
to acquire 25,000 shares of Common Stock at the time a non-employee Director is first elected to
the Board of Directors and provides for an annual grant of options to acquire 10,000 shares of
Common Stock to continuing non-employee Directors. Thera currently are 292,700 shares of
Common Stock available for grant under the 1994 Director Plan. On February 17, 2005, the Board
amended and restated the 1994 Director Plan into the 2005 Non-Employee Director Equity
Compensation Plan, subject to stockholder approval, as described under “Compensation of
Diractors.”

The following table gives information as of the fiscal year ended December 31, 2004 about
compensation plans under which our equity securities are authorized for issuancas, which includes
the 1891 Plan, the 1993 Plan and the 1994 Plan (collecttvely. the Incentive Stock Plans), and the
1994 Directer Plan,

EQUITY'CbMPENSATION PLAN INFORMATION

[+
(b) Nurnber (f i
( } VWeighted-Average Remainlng Avallable for
Number of Securities to be  Exercise Pricp Future [ssuance under
Issued upon Exercise of Outstanding ql.n&c mpensation Plans
Qutstanding Opti Options, Warrams luding Securtties
Plan Category Warrants and Rights'" and Rights Heﬂected in Columnn (a})})
Equity compensation plans I :
approved by security holders(" 21,765,901 $11.11 17,044,590
Equity compensation plans not
approved by security holders .. — —_ _—
Total ... 21,765,901 $11.11 17,044,590

1 There ars 210,070 stck options outstanding under the American Disposal Services, inc. 1936 Stock Option Plan

{“American Disposal Plan"}) which were assumed as part of the merger of American Disposal and us in October 1998,

" These stock options are held by 71 former employees and consuitants of American Digposal, and are exercisable for

346,615 shares of our Comrnon Stock (after giving effect to the exchange ratio provided in the merger). These options

have a weighted average exercise price of $20.17 per share. No further awards will ba mads under the Armerican Dispasal
_Plan. Statigtics regarding the assumed options are not included in the above table.
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Item 13. Certain Relationships and Related Transactions

We enter into transactions with related parties only with the approval of .a majority of the
independent and disinterested members of the Board. We enter into such transactions only on
terms we believe to be comparable to or better than those that would be available from unaffiliated
parties, with the-exception of items that are intended to be additional compensation. All of the loans
we made to executive officers or directors, including loans that have been repaid, wers approved by
the Board of Directors prior to the adoption of the Sarbanss-Oxley Act, in full compliance with our
loan policies. All loan repayments were completed in accordance with our loan policies and in
compliance with the Sarbanes-Oxley Act.

Donald W. Slager, our President and Chief Operating Ofﬁcer. received a relocation loan from us in
the amount of $150,000 in connection with his empioyment agreement dated April 8, 1996. The term
of the loan Is ten years, with 10% of the original principal balance forgiven by us each year and no
interest accruing on the outstanding balance during: Mr. Slager’s employment with us. The forgive-
ness of the loan is reported annually as a component of Mr. Slager's compensation.

James G. Van Weelden, a brother of Thomas H. Van Weeiden, our former Chairman of the Board,
Chief Executive Officer, and. President, was employed by us in 2003 as an Area Vice President and
received $545,125 in employment compensation for the.year ended December 31, 2003, which.was
consistent with the compensation paid to other Area Vice Presidents. Mr. Van Weelden was
promoted to the position of Vice President, Market Planning and Development in February 2004 and
received $1,172,982 in employment compensation for the year ended December 31, 2004,

Thomas H. Van Weelden, our former Chairman of the Board, Chief Executive Officer, and Presldent
together with a trust in which_ members of Thomas H. Van Weelden's immediate family are
beneficiaries, and James G. Van Weelden, receive annual royalty payments from us in connection
with two landfills, one in Newton County, Indiana and the other in Hoopeston, lllinois, that were
previously owned by Messrs. Van Weelden and sold in 1989 to Environmental Development Corp.
{EDC). In July 1992, we acquired EDC and assumed the obligation to make the royalty payments to
Messrs. Van Weslden and the trust. These royalty payments are determined based on various
factors, including the volume of the solid waste depesited in the landfills each year, and are payable
for so long as deposits continue to be made at the landfill. During 2004, we paid $377,746, $240,966,
and $20,307 to Thomas H. Van Weelden, James G. Van Weelden, and Thomas H. Van Weelden's
family trust, respectively. Thomas H. Van Weelden was furnished a vehicle for his personal use
during a portion of 2004. Upon his termination of employment, Mr. Van Weelden returned this
vehicle to the Company, and the vehicle was subseguently sold. We have determined that the fair
market value of Mr. Van Weelden's personal use of the vehicle was approximately $1,600.

Roger A. Ramsey, former Chief Executive Officer and Chairman of the Board, retired from the Board
in December 200Z. At that time we extended the term of his outstanding stock options, which
Mr. Ramsey received as an employee and Director. of Allied, and they continued to vest and
remained exercisable until December 2004. Mr. Ramsey had a loan of $2.2 million from us pursuant
to a non-recourse promissory note that bore interest at a rate of 6.625% per year, the due date for
which was extended, in December 2002, from December 31, 2002 to December 31, 2004.
Mr. Ramsey exercised options for 232,175 shares, and paid the net, after-tax proceeds, in ‘the
amount of $735,400, to us in December 2004. The promissory note was non-recourse with respect
to Mr. Ramsey, other than with respect to the proceeds of the stock optlons which had been
pledged to secure the loan, therefore the Company has recorded a charge for the amount of the
uncollateralized portion of the note. Mr. Ramsey is not obligated to make any further payments to us
under the promissory note.

Our Shareholder Agreement with the Apollo/Blackstone Investors includes vanous agreements with
the Apollo/Blackstone Investors relating to their original investment in us in 1997 and their
investment in connection with the acquisition of BFI in 1899. These agreements, among other thmgs
grant the Apollo/Blackstone Investors rights to representation on the Board and to register under
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the Securities Act of 1933 the offer and sale of the securities of Allied they hold, and aiso govern the
voting of these company securities. Following is a summary of the Third Amended and Restated
Shareholders Agreement dated December 18, 2003: : .

We are parly to the Third Amended and Restated Shareholder Agreement, dated as of Decem-
ber 18, 2003 {the Shareholders Agreement), with the Apollo /Blackstone Investors and certain other
shareholders (together with the Apollo /Blackstone Investors, the Shareholders). The Shareholders
Agreement amended and restated the Shareholders: Agreement that was entered into with the
Shareholders at the time they acquired their shares of Series A Preferred Stock and became
effective at the time of the exchange of 110.5 million shares of common stock for the shares of
Series A Preferred Stock. Under this Shareholder Agreement we have agreed, until the earlier to
occur of July 31, 2009 or the date upon which the Apollo/Blackstone Investors own, collectively,
less than 10% of the sum of the shares of common stock they acquired from TPG Partners, L.P.,
TPG Paraliel, L.P. and Laidlaw Transportation, Inc. and the 87,295,000 shares of the common stock
issued in connection with the Exchange (coliectively, the Apollo/Blackstone Shares), to nominate
and support the election to the Board of Directors of certain individuals (the Shareholder Desig-
nees) designated by the Apollo/Blackstone Investors. For so long as the Apollo/Blackstone
investors beneficially own: (i) 80% or more of the Apollo/Blackstone Shares, they shall be entitled
to designate five Shareholder Designees; (ii) 60% or more but less than 80% of the Apollo/
Blackstone Shares, they shall be entitled to -designate four Shareholder Designees; (iii) 40% or
more but less than 60% of the Apolio/Blackstone Shares, they shall be entitled fo designate three
Shareholder Designees; (iv) 20% or mora but less than 40% of the Apollo/Blackstone Shares, they
shall be entitled to designate two Shareholder Designees; and (v} 10% or more but less than 20% of
the Apollo/Blackstone Shares, they shall be entitled to designate one Shareholder Designee;
provided, that if, at any time as a result of our issuance of voting securities, the Apollo/Blackstone
investors beneficially own 9% or less of the total voting power of voting securities then outstanding,
the Apollo/Blackstone Investors shall only be entitied to designate at most three Shareholder
Designees. Currently, Messrs. Black, Gross, Hill, Ressler and Lipson are the Shareholder Desig-
nees designated by the Apollo/Blackstone Investors. ’

in the Shareholders Agreement, we agreed fo: (i} limit the number of our executive officers that
serve on the Board of Directors to two; and (ii) nominate persons to the remaining positions on the
Board of Directors who are recommsended by the Governance Committee and are not our
employees, officers or outside counsel or partners, employees, directors, officers, affiliates or
associates of any Apollo/Blackstone Investors (the Unaffiliated Directors). Unaffiliated Directors
shall be nominated only upon the approval of a majority vote of the Governance Committee, which
will consist of not more than four Directors, at least two or whom shall be Shareholder Designees, or
such lesser number of Shareholder Designees as then serves on the Board of Directors. If the
Apollo/Blackstone Investors beneficially own Iess than 50% of the Apollo/Blackstone Shares, the
Govermnance Committee shall contain only ong number who is a Shareholder Designee.

In the Shareholders Agreement, the Shareholders agreed that, generally until the earfler to occur of
July 31, 2009 or the date upon which the Apollo/Blackstone Investors own, collectively, voting
securities of the Company which represent less than 10% of the total voting power of all of our
voting securities on a fully diluted basis, the Shareholders will vote all voting securities beneficially
owned by such persons to elect the individuals nominated to the board of Directors in accordance
with the provisions of the Shareholders Agreement to vote all their shares as recommended by a
majority of the entire Board of Directors in connection with mergers, business combinations and
other similar extraordinary transactions, and otherwise to vote as they wish.

The Shareholders continue to be subject to the same standstill and restriction on dispositions
provisions that were contained in the previous shareholders agreement. In addition, the Sharehold-
ers Agreement prohibits the Shareholders from disposing of the 110.5 million shares of common
stock they received in the exchange until December 18, 2004. At the time of the exchange, we
entered into a registration rights agreement with the holders of the Series A Preferred Stock, which
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provides that the shares of common stock received in the exchange transaction may be included in
any registration of securities requested by the holders of the Series A Preferred Stock. In addition,
we have agreed that these holders may request a shelf registration of their shares at any time after
December 18, 2004.

ltem 14. Principal Accountant Fees and Services

A summary of the services provided by PrscewaterhouseCoopers LLP for the 2004 and 2003 fiscal
years are as follows (in thousands)

2004 2003

Audit Fees™ . ... ... .. e s even $3,050.4 $1,874.4
Audit-Related Fees® ... ... U - 758.2 842.3
Tax Feas™ ... ........ PO ettt ettt aeeaaeaaaaaas 235 31.0

Al Other Fees . ......civveiiininnnens e r et e aae e i a et e —_ | —_

) Relates to services for the annual financial statement audits included in our Form 10-K, services for the review of the
financlal statements inciuded in our Form 10-Q, services in connection with capital markets transactions such as comfort
letters and consents and In1emal control attestation services required in 2004 to comply with the Sarbanes-Ondey
legislation,

) Includes subsidiary audits, agreed upon procedure audits, financial statement audits in connection with divestitures,
assistance with the preparaticn and planning for our first annual assessment of our mtemal controls over financial
reporting.

©) Fees were incurred for advice on a tax planning matter.

The Audit Committee’s policy is to pre-approve alf audit and permissible non-audit services provided
by the independent auditors. The Audit Committee will consider annually for pre-approval a list of
specific services and categories of services, including audit, audit-related, tax and other services,
for the upcoming or current fiscal year. Any service that is not included in the approved list of
services or that does not fit within the definition of a pre-approved service is required to be
presented separately to the Audit Committee for consideration at its next reguiar mesting or, if
earlier consideration is required, by other means of communication.
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Item 15. Exhibits, Financial Statement Schedules

Financial Statement Schedules -

PART IV

Schedule Il — Valuation and Qualifying Accounts (in millions):

Balance Charges ] Balance
at - fo Other Write-offs/ at
12/31/01 Expense Charges™ Payments 12/31/02
Receivable realization alowance ... $ 302 § 170 $ @3N [3 (21.2) $ 223
Acquisition related severance
and fermination cosls .....cc.comeu.... 4.1 - - (2.1} 20 -
Acquiisition related restructuring
costs 133 - 3.1) 6.9 33
Balance Charges o Balance
at ] Other Wirite-offs/ at
12/31/02 Expense  _ Charges' Payments 12/31/03
Receivable realization allowance .- §  22.3 $ 236 5 0.1 $ (8 3 224
Acquisition related severance : ; -
and termination costs ..........coccenee 20 - - {1.4) 06
Acquisition related restructuring
costs R 33 - 0.3 {1.3) 23
Balance ~ Charges Balance
at to Other Wiite-offs/ at
12/31/03 Expense Charges™ Payments 12431104
Receivable realizafion sllowance ... § 224 $ 200 $ G.3) [3 (25.1) $ 17.0
Acquisition related severance ’
and termination costs ..........coceeees 05 - - - (0.4) 0.2
Acquisition related restructuring
cosis 23 - (0.1) 1.5

™ Amounts primarily relate to acquired and divested companies.

0.7

Valuation and qualifying accounts not included above have been shown in Notes 1, 7 and 13 of our
consolidated financial statements included in Part |1 item B of this Form 10-K.

Exhibits -

Exhibits and subsidiary financial statements filed as part of this Form 1 0-K \Mlh the Securities and
Exchange Commission have been omitted herein. A copy of the omitted information may be
obtained; without charge, by calling 480-627-2700, or upon written request to: Investor Relations,

Allled Waste Industries, Inc., 15880 N.- G

85260.
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Pursuant to the requirements of Sections 13 or 15(d). of the Securities Exchange Act of 1934, the
Registrant, has duly caused this report to be signed on its behalf by the und

authorized.

Date: February 15, 2005

Signatures

ALLIED WASTE INDUSTRIES; INC.

Is! Peter S. Hathaway

ersigned, thereunto duly

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below

Peter S, Hathaway

Executive Vice President and Chief Financial Officer

by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature

/s/ Charles H. Cotros

Charles H. Cotros
Is! Pefer-S. Hathaway

Peter $. Hathaway

Isf James E. Gray

James E. Gray

/s/ Michael Gross

Michael Gross
/s/ Dennis Hendrix

Dennis Hendrix

Is! Leon D. Black

Leon D. Black
s/ Nolan Lehmann

Nolan Lehmann .

s/ Howard A. Lipson

Howard A Lipson -

Is/ James W. Crownover

James W. Crownover
/s! Antony P. Ressler

Antany P. Ressler
s/ Warren B. Rudman

Warren B. Rudman
/sl Lawrence V. Jackson

Lawrence V. Jackson
/s/ J. Tomilson Hill

J. Tomiison Hill

s/ Robert Agate

Robert Agate

Title Date

Director, Chairman of the Board of

Directors and Chief Executive Officer 2/15/05

(Principal Executive officer)

Executive Vice President and Chief ' 2/15/05

Financial Officer

(Principal Financial Officer)

Senior Vice President, Controller, and

Chief Accounting Officer 2/15/05

(Principal Accounting Officer)

Director ' 21505

Direcior ' 0 answs

Director ‘ : 211505

Director 2/15/05
 Director BRI _ 21505

Director 2115105

Director 2/15/06

Director 211505

Director 2/15/05

Director 2115105

Director 2/15/05
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°

EXHIBIT 31.1
SECTION 302 CERTIFICATION

I, Charles H. Cotros, cerlify that:

5.

| have reviewed this 2004 annual report on Form 10-K of Allled Waste Industries, Inc.;

Based on my knowledge, this report does not contain any untrue stetement of 2 material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect io the period covered by ihis
report.

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report.

The registrant’s other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15{(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(1) for
the registrant and have: '

(@) Designed such disclosure controis and procedures, of caused such disclosure controls
. and procedures fo be designed under our supervision, o ensure that material information
relating to the registrant, including its consoiidated subsidiaries, is made known to us by
others within those entities, particutarly during the period in which this report is being
prepared;

(b)  Designed such intemal control over financial reporting, or caused such infemal control
over financial reporting to be designed under our supervision, to provide reasonable

-. assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles; )

{c) . Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented 'in this report our conclusions about the effectiveness of the disclosure
controis and procedures, as of the end of the period covered by this report based on
such evaluation; and

(d) Disclesed in this report. any change in- the registrant’s internal control over financial
reporting that occured during the registrant's most recent fiscal quarter (the registrant's
fourth fiscal quarter.in the case of an annual report) that has materially affected, or is
reasonably fikely to materizlly affect, the registrant's intemnal confrol over financial
reporting; and

The registrant's other certifying officers and | have disclesed, based on our most recent evaluation of
intemnal control over. financial reporting, to the registrant's auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

(@  Allsignificant deficiencies and material weaknesses in the design or operation of internal
confrol over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

(b} - Any fraud, whether or not material, that involves management or other employees who
have a significant role.in the registrant’s internal control over financial reporting.

ALLIED WASTE INDUSTRIES, INC.

By: s/ CHARLES H. COTROS
Charles H. Cotros
Chairman of the Board of Directors and
Chief Executive Officer

Date: February 15, 2005
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EXHIBIT 31.2
SECTION-302 CERTIFICATION

I, Peter S. Hathaway, certify that:

| have reviewed this 2004 annual report un Form. 10-K of Allied Waste Industries, Inc.;

Basad on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the-circumstances

. under which such statements were made, not misleading with respect to the period covered by this

report.

Based on my knowledge, the financial statements, and other.financial information included in this
report, fairly present in all. material respects the-financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report.-

The registrant's other certifying officers and- | are. responsible for establishing and maintaining
disclosure controls and procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within. those entities, particularly during the period in which.this report is being
prepared; :

()  Designed such intemal control over financial reporting, or caused such intemat control
over financial reporting fo be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for extemal purposes in accordance with generally accepied accounting
principles;

(c) Evaluated the effectiveness of the registrant's- disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on
such evaluation; and o

(d) . Disclosed in this report.any change in the registrant's intemnal control over financial
reporting that occurred during the registrant's most recent fiscal quarter {the registrant’s
fourth fiscal quarter in the case-of an annual reporf) that has materially affected, or is
reasonably likely to materially affect, the -registrant’s. internal .control over financial
reporting; and o :

The registrant's other certifying officers and-l have disclosed, based on cur most recent evaluation of
internal contro! over financial reporting, to the registrant’s auditors and the audit committee of -
registrant’s board of directors (or persons performing the equivalent functions): - )

{a).. . All significant deficiencies and material weaknesses in the design or.operation of intemnal
-control over financial.reporting which are reasonably likely to adversely affect the
: registrant’s abifity to record, process, summarize and report financial information; and
. {b) -Any fraud, whether or not material, that involves management or othef employees who
have a significant role in the registrant’s intemal contro! over financial reporting.

ALLIED WASTE II.NIVDUSTRIES, INC.
By: /si PETER 8. HATHAWAY

Peter S. Hathaway
Executive Vice President and Chief Financial Officer

Date: February 15, 2005
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2

Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. §1350

We hereby certify that this Annual Report on Form 10-K for the annual period ended December 31, 2004, as
filed with the Securities and Exchange Commission on the date herecf, to the best of our knowledge, fully
complies with the requirements of section 13(a) or 15(d) of the Securities and Exchange Act of 1834 and
that the information contained in this report fairly presents, in all material respects, the financial condition
and resuits of operations of Allied Waste Industries, Inc.

ALLIED WASTE INDUSTRIES, INC.

By: /s{ CHARLES H. COTROS
Charles H. Cofros
Chairman of the Board of Directors and
Chief Executive Officer

ALLIED WASTE INDUSTRIES, INC.

By: /s PETER S. HATHAWAY
Peter 8. Hathaway
Executive Vice President and Chief Financial Officer

Date: February 15, 2005
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